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This machinist is “miking” a disc for one of the largest butterfly valves ever 
built — 192” diameter. Newport News built 3 such valves, each weighing 446,000 
lbs., for the Ross Power Plant, Skagit Project, Department of Light, City of 
Seattle, Washington. Designed for a water flow of 3,620 cu. ft. per sec., and a 
hydrostatic pressure of 290 psi., these valves were shop tested by Newport News 
at 450 psi. They are hydraulically operated with oil at 1,500 psi. pressure. 





Buth of ( 200-ton - 


This disc for a 16-foot butterfly valve reflects two basic advantages 
of Newport News fabrication... 


First, it exemplifies the careful attention Newport News crafts- 
men give to every detail. And secondly, it attests to the quality with 
which Newport News produces in massive equipment for public 
utilities and allied industries...due to Newport News’ high inte- 
gration of skill and production facilities. 


Additional advantages accrue to customers from extensive work 
conducted in Newport News’ testing laboratories on problems re- 
lated to water power equipment. 





Avail yourself of the engineering talent, along with the special- Shipbuilding and 
ized production techniques and the skill of Newport News crafts- Dry Dock Compan 
men operating vast steel fabricating shops, five huge machine shops, Newport News, Virg 
drop forging and die facilities along with acres of brass, iron and 
steel foundries. 


Let us bid on equipment for your present or future projects. 
If you are not familiar with the way Newport News can help you, 
write for our illustrated booklet entitled “Water Power Equipment” 
...it’s yours for the asking. 
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HEN THERE HAD Tro se 





MORE POWER... 
America’s Electric Utilities Rose to 


hen the drums rolled for Korea in 1950, 
merica’s electric utilities were confronted, over- 
ight, with a tremendous demand for more power. 
astly expanded production needed for war, the 
equirements of a fast-growing population, and 
ontinuation of the nationwide farm electrification 
rogram, all demanded power in greater quantities 
han ever before. 

nd the power that had to be produced was produced. 


he magnitude of this accomplishment can best 
e gauged by the estimated number of kilowatts 
29,500,000*—added to the nation’s service lines 
y both steam and hydro in the past four years. 


To help supply boilers for this additional power, 
B&W doubled its own manufacturing capacity and, 
as a glance at the map will show, was responsible 
during this period alone, for putting on the line 
more than 250 individual steam generating units 
in utility power plants across the country. These 
B&W Boilers alone have a capacity of more than 
110,000,000 Ib of steam per hour, serving a capac: 
ity of better than 13,000,000 kilowatts and a great 
number of additional units are still being fabricated 


and erected. 
When there bad to be more power, the nation’s 


electric utilities rose to the challenge... made at: 
PUBLIC UTILITIES FORTNIGHTLY—AUGUS! 
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the Challenge 


ditional kilowatts available when and where 
they were needed. As it has done since the very 
first days of the power industry, B&W will con- 
tinue its close cooperation with America’s elec- 
tric companies to help them meet the future 
demands of their great responsibility. The 
Babcock & Wilcox Company, Boiler Division, 
161 East 42nd Street, New York 17, N. Y. 


* Source: Edison Electric Institute 
[oe : 
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BOILER 
DIVISION 


Alabama Power Co. 
Appalachian Elec. Pwr. Co. 
Arkansas Power & Light Co. 


Black Hills Power & Light Co. 

Braintree, Mass. Electric 
Light Dept. 

Burbank, Calif., City of 


Carolina Power & Light Co. 
Celina, O., Village of 
Central Illinois Public 
Service Co. 
Central Kansas Power Co. 
Central Louisiana Electric Co. 
Central Maine Power Co. 
Central Power & Light Co.(Texas) 
City Public Service Board, 
San Antonio, Tex. 
Cleveland Electric 
Illuminating Co. 
Commonwealth Edison Co. 
Consolidated Edison Co. 
of N. Y. Inc. 
Con. Gas Elec. Lt. & Pwr. Co. 
of Baltimore 
Consumers Power Co. 
Consumers Public Power Dist. 


Dallas Power & Light Co. 
Derby, Conn. Gas & Electric Co. 
Detroit, City of 

Detroit Edison Co. 

Duquesne Light Co. 
Dyersburg, Tenn., City of 


East Palestine, O., City of 
Eastern Shore Public Service Co. 
El Paso Electric Co. 

Ephrata, Pa., Borough of 


Florida Power Corp. 


Georgia Power Co. 
Glendale, Calif., City of 
Grand Island, Neb., City of 
Gulf Power Co. 


Hartford Electric Light Co. 
Henderson, Ky., City of 
Herkimer, City of 

Houston Lighting & Power Co. 
Huntingburg, Ind., City of 


Imperial Irrigation Dist. 
Independence, Mo., City of 
Indiana & Michigan Electric Co. 
Indianapolis Power & Light Co. 
lola, Kan., City of 

lowa Electric Light & Power Co. 
lowa Power & Light Co. 

lowa Public Service Co. 
lowa-Southern Utilities Co. 


Jacksonville, Fla., City of 
Jersey Central Power & Light Co. 


Kansas City, City of 
Kentucky Utilities Co. 
Kinston, N. C., City of 


Lafayette, La., City of 

Lake Superior District Power Co. 
Lakeland, Fla., City of 
Lansing, Mich., City of 

Loup River Public Power Dist. 





MORE THAN 250 B&W BOILERS 
were put in service by these Utilities 
— 1950 to June 1954 





Mississippi Power Co. 

Mississippi Power & Light Co. 

Mississippi Valley Public 
Service Co. 

Missouri Public Service Co. 

Monongahela Power Company 

Montana-Dakota Utilities Co. 


Narragansett Electric Co. 

New England Power Ce. 

New Orleans Public Service Co. 

New York City Board of 
Transportation 

New York State Elec. & Gas Corp. 

Niagara-Mohawk Power Corp. 

Northern Indiana Public 
Service Co. 

Northern States Power Co. 


Ohio Edison Co. 

Ohio Power Co. 

Oklahoma Gas & Electric Co. 
Omaha Public Power Dist. 
Owensboro, Ky., City of 


Pacific Gas & Electric Co. 
Pennsylvania Electric Co. 
Pennsylvania Power Co. 
Philadelphia Electric Co. 
Public Service Co. of Colorado 
Public Service Co. of New Mexico 
Public Service Co. of No. Illinois 
Public Service Co. of Oklahoma 
P. S. Div. of Commonwealth 
Ed. Co. 


Reading, O., City of 
Rockland Light & Power Co. 


St. Joseph Light & Power Co. 

Salt River Power District 

San Diego Gas & Electric Co. 

Southern Colorado Power Co. 

Southern Indiana Gas & 
Electric Co. 

Southern Utah Power Co. 

Southwestern Gas & Electric Co. 

Southwestern Public Service Co. 


Tallahassee, Fla., City of 
Tampa Electric Co. 
Taunton, Mass. Municipal 
Lighting Plant 
Tennessee Valley Authority 
Texas Electric Service Co. 
Texas Power & Light Co. 
Thomasville, Ga., City of 
Toledo Edison Company 
Troy, O., City of 
Tucson Gas, Elec. Lt. & Pwr. Co. 


Union Electric Co. of Missouri 
United Illuminating Co. 


Vineland, N. J., City of 
Virginia Electric & Power Co. 


Wellington, Kan., City of 

West Penn Power Co. 

West Texas Utilities Co. 
Wilson, N. C., Town of 
Wisconsin Power & Light Co. 
Wisconsin Public Service Corp. 
Worthington, Minn., City of 
Wyandotte, Mich., City of 


G-658 















with the Codlitors 


W: are hearing a good deal these days 
about “attrition,” meaning the 
claimed loss of original investment in util- 
ity properties due to the wearing away of 
the proportionate earning power due to 
inflation. Telephone, gas, and electric com- 
panies in various rate cases have been 
pressing arguments about the need for 
recognizing “attrition.” But there has been 
stout resistance to the argument. 


What should responsible utility ex- 
ecutives do about the impact of infla- 
tion on the earnings of their companies? 
Should they seek a positive corrective 
measure, even though it means drastic 
changes in prevailing regulatory practice ? 
Or should they go along with the trend 
in view of the practical difficulties and 


possible boomerangs which might be in- 


? 


curred in trying to alter the ground rules: 
Or is it possible to do anything about it, 
even assuming that inflation is here to 
stay and that existing utility investors, at 
least, will suffer through deterioration in 
the integrity of their investment ? 


ALL three viewpoints, in a general way, 
were most thoughtfully and forcefully 
presented at an executive conference of 
the American Gas Association at Lake 
Placid, New York, during mid-May. Some 


FRANK L. GRIFFITH 


C. F. BOAKE 


of these views and arguments from three 
executives in a panel discussion created 
such widespread interest that there have 
been requests for a restatement of the text 
in published form. Hence this 3-part sym- 
posium, which treats of the impact of in- 
flation on utilities, by FRANK L. GRIFFITH, 
vice president and comptroller, The Peo- 
ples Gas Light and Coke Company; W. J. 
HERRMAN, vice president, Southern Cali- 
fornia Gas Company; and Rosert E. 
GINNA, executive vice president, Roches- 
ter (New York) Gas & Electric Corpora- 
tion. 


oo J. HERRMAN has been consid- 
ering the problem of public utility re- 
turn for a long time. He is a graduate of 
the University of California (EE ’22). He 
also taught engineering and economics at 
Louisiana State University. He joined the 
Great Western Power Company of Cali- 
fornia in 1924 and was engaged in analyti- 
cal work in the investment field with M. H. 
Lewis & Company in 1929. In 1937 he 
became coauthor of a survey on rate of 
return with the research staff of the Fed- 
eral Communications Commission, which 
was later published by the commission. 
Following subsequent service with the 
Theodore N. Gary interests, in the tele- 
phone field, Mr. HERRMAN joined the old 
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CALL TODAY AND BE SURE 


If you’re thinking about 
somebody or there’s something 
you want to get settled... 
don’t wonder, don’t worry. 
Call Long Distance today 

and be sure. 


It’s quick, personal, satisfying. 
And the cost is low— 

much lower, we find, 

than most people think. 





LONG DISTANCE RATES ARE LOW 
Here are some examples: 

New York to Philadelphia 

Cleveland to Pittsburgh 

Chicago to Atlanta 

St. Louis to Dallas 

San Francisco to Boston 


These are the daytime Station-to-Station rates 
for the first three minutes. They do not include 
the federal excise tax. 


YOU SAVE TIME WHEN YOU CALL BY NUMBER 
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BELL TELEPHONE SYSTEM (A 
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PAGES WITH THE EDITORS (Continued) 


Commonwealth & Southern organization. 
After that he became identified with the 
Southern California Gas Company, of 
which he is now vice president. 


oman L. GRIFFITH graduated from 
Lake Forest College in Illinois, served 
with the Air Corps in World War I, and 
after his discharge in 1919 joined The 
Peoples Gas Light and Coke Company. In 
1927 he was elected assistant secretary and 
assistant treasurer and in 1934 he became 
vice president and comptroller, the post 
which he still holds. Mr. GrirritH takes 
an active interest in the work of a number 
of committees of the American Gas Asso- 
ciation, principally those dealing with 
taxes, depreciation, and rates. 


* * * x 


oe E. Ginna has spent thirty-one 
years in the utility business. Starting 
with the Brooklyn Edison Company as 
student engineer, he later served as con- 
sulting engineer for many _ utilities 
throughout the country. He joined his 
present organization, Rochester Gas & 
Electric Corporation, in 1934 and rose 
from departmental manager to executive 
vice president, responsible for the opera- 
tions of the company. He has written many 
papers on utility management and opera- 


tion. 
ck sooGk ak 


_ article on the need for obtaining 
depreciation replacement costs (be- 
ginning on page 137) comes from C. F. 
Boake, a registered engineer in IIlinois, 


ROBERT E. GINNA 


WALTER J. HERRMAN 


who tells us about the practical ways of 
demonstrating the expeditious methods 
for obtaining depreciated replacement 
costs of utility property accounts. This is 
a very useful article, covering one of the 
most important matters involving regula- 
tory bodies and utility officers and other 
utility rate case parties. At the present 
time, there is an extensive discussion of 
the determination of reproduction cost in 
those jurisdictions where it is a required 
element of proof for a rate base. 


Mr. Boake interrupted his engineering 
course at the University of Cincinnati, 
to serve with the AEF in France during 
World War I. After his discharge and 
some experience in the transportation field, 
he took additional training at Northwest- 
ern University. He later became a con- 
sultant to the utility industry, specializing 
in rates, valuations, depreciation, financ- 
ing, sufficiency of reserves, and investiga- 
tions. He has been an officer or director of 
one or more utility companies continuous- 
ly for twenty-five years. A recent assign- 
ment was the preparation and submission 
of the cost of reproduction, and such cost 
depreciated, of the electric and gas prop- 
erty of Commonwealth Edison Company 
on behalf of the engineering staff of the 
Illinois Commerce Commission. 


THE next number of this magazine will 
be out August 19th. 


Mae Gokcorue_- 
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NOW for travelling auditors 


a new, low-cost 
precision microfilm machine 
small enough to carry 


Here, at last, is relief for the travelling auditor from the 
countless hours wasted in transcribing data. It’s the 
new Film-a-record Model 8 — a machine which simply puts 
on 16mm microfilm the records containing information 
you want. It’s fast and it’s accurate with no chance 
of transcription errors. 

The new Model 8 Film-a-record is built to be carried 
about like a suitcase, yet it is engineered to give 
highest quality, big-machine performance. Never before 
has there been a microfilm machine which has packed 
so much into such a compact unit — for so low a cost. 

To get the complete story about this amazing new 
camera, send in the coupon below. 
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PROFIT-BUILDING IDEAS FOR BUSINESS 








Room 1842, 315 Fourth Ave., New York 10 
Please send free brochure, F382 





%€ or anyone else who 


requires portability 
NAME aoe eee 
in a microfilm camera. 
OO 
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Coming IN THE NEXT ISSUE 


* 


THE MASKS OF A PUBLIC UTILITY COMMISSIONER 


Unlike a judge on the bench a public utility commissioner must fulfill several rdles 
in the course of a typical rate case. He must protect the consumer from exploitation 
in the form of excessive rates. He must protect the utility's investor so as to preserve 
the ability of the utility to serve. And he must also be the arbiter of rival claims con- 
cerning economic factors and financial requirements involved in the utility's opera- 
tions. Leon Schwartz, chairman of the Pennsylvania Public Utility Commission, gives 
us a readable account of these different réles of the public utility commissioner. 
These are the different ''masks'’ which the commissioner must wear in the course of 


his regulatory duties. 


THINGS ARE COMING THE INDEPENDENTS' WAY 


With postwar growth, Los Angeles boasts the largest non-Bell phone service in the 
country. But everywhere the independents are growing, modernizing. They now serve 
two-thirds of the U. S. area, with one-sixth of the telephones. James H. Collins, 
author of business articles, gives us some interesting but comparatively little-known 
facts about the important stake which the independent telephone companies have 
in telephone service in the United States. This is one of the reasons why the inde- 
pendents have decided to publicize the scope and extent of their operations in popular 
magazines, through an organized advertising campaign now going on throughout the 
country. 


POSTWAR AWARENESS OF INADEQUATE WIRING 


It used to be said that demand for electric power in the United States doubles every 
seven years. It has grown somewhat faster than that, since the end of World War Il. 
But the idea persists among residential customers that the same old wiring, some of 
it installed a generation ago, can continue without much change to carry the actual 
load. This fallacy is not only bad economy, but can be downright dangerous, in addi- 
tion to blocking the electric utility's full opportunities for rendering adequate and 
satisfactory service. Howard J. Carswell, manager, publicity department, Guaranty 
Trust Company of New York, goes into the background of this peculiar anomaly and 
tells about steps being taken to overcome the safety dangers and other evil conse- 
quences of obsolescent wiring throughout the nation. 


* 


Also - « « Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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OTHER INDUSTRY 


(capital turnover several times a year) 


PUBLIC UTILITY INDUSTRY 


Low return on high capital investment leaves 
little margin for error. That’s why swift, accu- 
rate, economical analyses of your billing are 
imperative to maintain revenues at the max- 
imum level. 


You can be absolutely sure of getting all 
three when R&S prepares your monthly billing 
analyses. We have the staff and special ma- 
chines of our own invention that will turn out 
the work in half the time and at half the cost 


of preparation by your own personnel. 


Rate engineers of utility companies all over 
the country who use R&S analyses know how 
invaluable they are in securing favorable de- 
cisions in rate cases, because Public Service 
Commissions know and respect the thorough- 
ness of R&S analyses. 


Write, or call R&S today — there is no 
charge for consultation or estimates! 





RECORDING & STATISTICAL CORPORATION 


“Bring your figures up to date— bring them to R & S” 
100 Sixth Avenue > New York 13, N.Y. 





WOrth 6-2700 


(capital turnover once in several years) 





CEoukelle CEauke 


“There never was in the world two opinions alike.” 


HERBERT HOOVER 
Former President of the 
United States. 


RosBert E. Woop 
Former chairman of the board, 
Sears, Roebuck & Co. 


Hartey L. Lutz 
Tax consultant, National 
Association of Manufacturers. 


WILLIAM RANDOLPH HEARST 
Late publisher. 


ARTHUR H. MoTLEy 


President, Parade Publication, Inc. 


CLARENCE B. RANDALL 
Chairman of the board, Inland 
Steel Co. 


H. L. Donovan 
President, University of 
Kentucky. 


deLEessers Morrison 
Mayor of New Orleans, La. 


A. J. G. PRIEsT 
Professor of law, University 
of Virginia. 


—MOonrtTAIGNE 





“Every pressure group and every government agency 
wants economy for everybody else.” 


¥ 


“If capitalism is to survive it is up to our future busi- 
ness leaders to improve and perfect our system.” 


* 


“The key to future economic advance and to the main- 
tenance of employment, production, and income is capi- 
tal formation.” 


* 


“States’ rights—they are not merely an empty phrase. 
They are an essential part of our national rights and 
our personal rights.” 


> 


“The future we must have will come about only if 
there is complete understanding by everyone of how 


each segment of our economy contributes to the welfare 
of all.” 


* 


“You can’t understand the country’s problems by 
taking your brief case home at night filled with plans 
for sales campaigns and technical literature about your 
own business.” 


* 


“It has been said that the objectives of education and 
industry are identical. Both are interested in good citi- 
zenship, in serving society, in a better life—and both 
firmly believe in freedom.” 


* 


“Of all the forms of transportation in the country, 
only the railroads pay their own way. Great passenger 
terminals are built for the airlines, but they are paid for 
out of taxes. By contrast, the Union Passenger Termi- 
nal will be paid for, not by the government, but by the 
railroads of New Orleans.” 


* 


“... what if New York state were in the business of 
selling gasoline, as Governor Dewey apparently wants 
to put it into the power business? And what if all new 
state highways were made available on a preference 
basis only to motorists who could display a not-more- 
than-ten-days-old receipt for a tankful of state gasoline? 
Rough, of course. But ‘Honest Harold’ was just as 
tough with the investor-owned electric utility industry.” 
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alae you looked into 


TOMORROW'S TRUCK TODAY? 


In just 5 years of production... LS 
This startlingly new idea in ae 
Motor Trucks has become a 
familiar sight on America’s 
streets and highways 








N 










5 YEARS AGO The White Motor Company introduced an entirely owners have cost records to prove that the White 3000 reduces 

new type of truck—completely functional—designed to reduce delivery costs spectacularly. The White Roll Call of owners of 

delivery cost because it could do more work per day or per ten or more is published as unassailable proof of this fact. 

mile. So new and different, other manufacturers thought the If you have not had the White 3000 demonstrated in your 

White 3000 of little consequence, at the time. service—to see for yourself its ability to cut your delivery time 
TODAY... just five years later. . . thousands of successful fleet and costs—call your White Representative today. 


THE WHITE MOTOR COMPANY 
Cleveland 1, Ohio 


For more than 50 years 
the greatest name in trucks 


REMARKABLE REMARKS—( Continued) 


W. C. MULLENDORE 
Chairman of the board, Southern 
California Edison Company. 


BENJAMIN F. FAIRLESS 
Chairman of the board, 
United States Steel 
Corporation. 


HAROLD QUINTON 
President, Southern California 
Edison Company. 


Henry B. pu Pont 
Vice president, E. I. du Pont 
de Nemours & Company, Inc. 


Excerpt from New England Letter, 
published by The First National 
Bank of Boston. 


G. KeitH FUuNSTON 
President, New York Stock 
Exchange. 


CLirForD F. Hoop 
President, United States Steel 
Corporation. 


“T am sure of only one thing: that no one can predict 
with certainty the course of economic affairs in the un- 
certain period which lies ahead. We can all express our 
faith and hope that the foundations of America’s eco- 
nomic strength are unimpaired and that all will be well.” 


* 


“The world’s key fortress of human liberty is Amer- 
ica itself. So long as our freedom stands, the enemy 
cannot gain ultimate victory; but let it be undermined 
by the sappers—let it start crumbling beneath our feet— 
and soon there will be no corner left on earth where 
men can walk in dignity.” 


* 


“The American people are learning that it [electric 
power] can be produced by the time-honored American 
system of free enterprise. . . . proponents of public 
power know full well that no government-managed en- 
terprise can honestly compete with the investor-owned 
industry, but must be propped up by subsidies from 
tax-paying citizens.” 


¥ 


“Much of the discussion of trade between nations 
seems to presume that no aggressor will ever again arise 
to break the peace of the world. This assumption is com- 
forting, but hardly realistic, because, unfortunately, 
aggressors do appear, and we must stand ready to de- 
fend ourselves. And, if we are to defend ourselves, we 
must keep our arsenal intact.” 


© 


“Our country is built on the pillars of faith and 
courage. By overcoming starvation and the perils of the 
wilderness, our forefathers developed the capacity that 
enabled them to deal with stern reality, and through 
their energy, daring, and vision they laid the foundation 
for the American system which rests primarily upon 
persona! initiative and individual freedom.” 


5 


“The Stock Exchange, the entire financial community, 
and American industry itself all share today a depth 
of responsibility to the public virtually unknown twenty- 
five years ago. This responsibility is affirmed for one 
profoundly valid reason: Without the understanding 
and support of the public, American capitalism as we 
know it will disappear and this nation will fall prey to 
the specious promises of foreign ideologies.” 


- 


“What has become of the goals that our nation as- 
pired to for so many years and which were considered 
fundamental to stability of character? What has become 
of thrift, for instance? We emphasize its virtues to our 
young people and our fellow citizens, and then permit 
our federal government to plunge the nation into a debt 
that presently averages some one thousand, six hun- 
dred dollars for every man, woman, and child. What 
has become of integrity? We operate our businesses 
on the principle that honesty is one of the first pre- 
requisites for every member of a business enterprise. 
Yet political expediency is accepted as a ‘necessary 
evil.’ ” 
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You may find 


a fresh approach... 


‘Tackling utility company problems daily .. . 
maintaining close and continued contact with 
the financial world gives us an understanding 
of the complex field of utility financing and 








investor relations which may be of help to you. 


A fresh approach to the problem you are 
now studying may be suggested by a talk with 
us. Call Public Utilities Department at Digby 
4-3500 or write us at One Wall Street. 


IRVING TRUST COMPANY 


ONE WALL STREET ° NEW YORK 15, N. Y. 


Capital Funds over $123,000,000 Total Resources over $1,400.000.00U 


WittaM N. Enstrom, Chairman of the Board 
Ricwarp H. WEst, President 


Public Utilities Department—Joun F. Cuitps, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 














And he thought carrie 





He always knew carrier 
could save him money. 


But wouldn't it be too 





complicated for his men 


to install and maintain? 


































ievould be complicated! 













q e has just installed his first Lenkurt 


carrier. Now he knows how easy it 





to enjoy carrier’s economies! 


Like many other communications men, he 
“hd been putting off buying carrier—simply 
cause it was unfamiliar “‘electronic’’ equip- 
ent. Then he heard about our ‘‘Follow- 
” Engineering Service, and asked us for 
tailed recommendations. Following these 
commendations, he selected a short-haul 
pe 833A System. 


|7 Rack-assembled and system-tested, his 
huipment was ready for installation on de- 
ery. His men simply followed complete, 
early illustrated, easy-to-understand 
astructions. After uncrating the carrier rack, 
i hey bolted it to the floor—hooked up line, 
amice termination, power, and ground con- 


sections—and cut it in. Installation was sim- 
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ple as that! And similarly simple instructions 
will make it easy for his men to keep Lenkurt 


carrier in regular service. 


Service as long as you want it! 
Each step of the way—at installation or at 
any time during the life of the equipment—_ 
we.stand ready to assure that your Lenkurt 
System will work right! You can expect—and 
you will get—years of completely satisfactory 
operation from Type 33A Carrier with no 


more than routine maintenance. 


Why not write now and learn the easy 
way—the Lenkurt way—to real savings 


through carrier? 





Sp ELECTRIC 
AUTOMATIL ELECTRIC 


Makers of Telephone, Signaling and Communication Apparatus . . . Electrical Engineers, Designers and Consultants 


Distributor in U.S. and Possessions: 
Automatic Electric Sales Corporation . . . 1033 West Van Buren Street, Chicago 7, U.S.A. 
In Canada: Automatic Electric Sales (Canada) Limited, 185 Bartley Drive, Toronto 16, Ontario 
Export Distributors: International Automatic Electric Corporation, Chicago 









































Four-wheel-drive INTERNATIONALS provide new 
standards of efficiency and stamina for a wide variety 
of public utility jobs. Shown is an R-160 (4x4) with 
service-utility body, winch, and pole setting equipment. 


MEET © - 


INTERNATIONAL four-wheel-drive trucks bring to public 
utility operators entirely new 4x4 performance and efficiency. 
These new four-wheel-drive trucks combine famous INTER- 
NATIONAL stamina, long life, and operating economy with 
everything that’s new and best in 4x4 design. 


A two-speed transfer case affords eight forward and two 
reverse speeds, permitting movement of men, tools, and 
equipment over all kinds of terrain. Two transmission power 
take-off openings allow operation of front-mounted winch, 
hydraulic hoist, or other auxiliary equipment. There is provi- 
sion for mounting a third power take-off on the transfer case. 


INTERNATIONAL 4x4 trucks have everything it takes for 
tough public utility assignments, plus extra easy steering 
and handling, famous driver-designed Comfo-Vision cabs. 
Study the extra-value facts shown here, then get complete 
details from your INTERNATIONAL Dealer or Branch. 


INTERNATIONAL HARVESTER COMPANY * CHICAGO 





America’s Finest 
Four-Wheel-Drive Trucks 


Two chassis models: Model R-140 (4x4), 130- aq 
142-inch wheelbases, GVW rating, 11,000 pound 
Model R-160 (4x4), 154- and 172-inch wheelbos 
GVW rating, 15,000 pounds. 





All-truck power: Both models powered by famo 
INTERNATIONAL Silver Diamond engines. 


Transmission: Sliding gear selective type. fo 
speeds forward, one reverse. Power take-off ope 
ings on right and left sides. 


Transfer case: Two-speed declutching type, pr 
viding eight forward and two reverse speeds, wi 
manual disengagement of front axle for norm 
two-wheel-drive operation. Three-position shift 
—high, 1.00 to 1; low, 1.87 to 1; and neutral. Pr 
vision for mounting full torque power take-off ¢ 
rear of input shaft. 


international Harvester Builds MCCORMICK® Farm Equipment and FARMALL® Tractors...Motor Trucks...Industrial Power...Refrigerators and Free! 


Better roads mean a better Ameri 


INTERNATIONAL TRUCKS 


“Standard of the Highway 
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If you’re like most communications men, 
you know the many uses and advantages 
of carrier circuits. But chances are you'll 
never have need to make as thorough a 
study of carrier equipment as our carrier 
engineering specialists. That’s why .. . 
when planning new carrier . . . so many 
communications men rely upon Automatic 
Electric’s Follow-Thru Engineering. Here’s 
what this cost-cutting service means to 
you... 












Preliminary engineering is the first 
step. The day you start thinking about 
carrier is a good day to call on Automatic 
Electric! We’ll work with your engineers, 
right on the job, and give you a complete 
over-all carrier plan. You save because of 
the economies that result from long-range 
planning. 







We follow through with engineered 
recommendations. We’ll recommend 
correct carrier equipment for each specific 
part of your over-all plan—and show you 
why it is recommended! If existing equip- 
ment must be changed, we’ll suggest your 
most economical moves. And when your 























communication engineer any needed assist- 
ance. 


Carrier engineering for life! Automatic 
Electric engineering service is available 
throughout the life of your Lenkurt equip- 
ment. When carrier re-arrangement or ex- 
pansion is required, the same concrete help 
is on call to adapt your Lenkurt equipment 
to changing needs. 


Men who know carrier buy Lenkurt! 
From coast to coast, communications men 
have multiplied circuits at minimum cast 
by using Lenkurt Carrier. This standard- 
ized, flexible, top-quality equipment is 
available in a complete range of systems to 
meet any of your carrier requirements. A 
letter or call will bring complete facts or an 
Automatic Electric engineer to your desk. 





Distributor in U.S. and Possessions: 

Automatic Electric Sales Corporation . . . 1033 West Van Buren Street, Chicago 7, U.S.A. 
tn Canada: Automatic Electric Sales (Canada) Limited, 185 Bartley Drive, Toronto 16, Ontario 
Export Distributors: International Automatic Electric Corporation, Chicago 












Only when you have comprehensive, 
accurate, and reliable facts at hand 
can sound decisions be made. 


Reports 


Commonwealth's specialists—with 


Business Surveys years of experience in financial work, 
Appraisals 


engineering, taxes, insurance, and the 
many other phases of today’s business 
activity will analyze the many factors 
affecting the operations and future 
outlook of a given business or industry. 


As a preliminary to investment; to ob- 
tain a perspective on existing business 
or future expansion; to get all the 
facts — use a Business Analysis by 
Commonwealth as your blueprint for 
sound executive decision. 


*“*A man's judgment 
is no better 

than the facts 

at his command...” 


GET THE FACTS! 


We invite your inquiry. Write for our booklet 
describing in detail the many services avail- 
able to you. 
Address: Department E 
INVESTIGATIONS Biggs <2 Ss 20 Pine Street, New York 5, N.Y. 
REPORTS fe : 4 
FINANCING fame 
ACCOUNTING jam 
TAXES | 
INSURANCE 
PENSIONS (3a 
DEPRECIATION | oe 
VALUATIONS : 3 ; 
CONSULTING & DESIGN ENGINEERING "4 ee COMMONWEALTH ASSOCIATES INC. 
RATES 


INDUSTRIAL & iaaceaae ¥ KM f 20 Pine Mred, New Gok 3 NY. 
TIONS ae. es : 4 fucks, Michigan Wishinglan, QC 


ADVERTISING @& 
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The radio controlled 
operation is the 
more-profit 
operation 


Orders quickly dispatched to line 
service and repair trucks elimi- 
nates much dead mileage and 
minimizes waiting and overtime, 


Night emergency calls in bad weather 
are handled in 1-2-3 order enabling 
home service units to keep on 
schedule when demands get heavy 


Powerline construction and repair 
work is expedited by constantly 
available, mobile communication 
between distant line crews, parts 
and supply departments. 


In many emergency 
situations the supervi- 
sion and expediting of 


interstation load switch- 


ing is ‘‘rescued’’ 
smoothly with the aid 
of 2-way radio. 


Motorola ¢-way Radio ... the 
profit tool that keeps pace 


with the expanding 
Power Utility Industry 


Continuity of Service is being maintained today 
with a higher guarantee and at lower cost by 
hundreds of electric power companies. Alert 
dispatching via Motorola 2-way radio has 
accounted for great gains in the overall 
efficiency of these service organizations. 


And ascapacity is doubling every ten years — 
so is the use of Motorola radio communication 
systems... and no wonder .. . these highly re- 
liable and flexible tools have multiple applica- 
tions with gains on the books for every depart- 
ment that uses them. 


Easily integrated into your existing operation 
for improvements in customer relations, maig- 
tenance schedules, employee relations, cost 
control, and a multitude of minor problem areas. 


MOST POWER utilities insist on Motorola for their 
radio communications equipment because they 
have learned from first-hand experience to expect 
top performance and utmost reliability. They have 
found — 


It pays to own and operate your own 2-way radio 
communications, the tool pioneered to practical suc- 
cess by the world’s largest exclusively radio and elec- 
tronics manufacturers. 


M t la 


The complete supplier of radio communications and industrial control, 
microwave relay, power line carrier, supervisory control and frequency 
shift V. F. carrier, mobile communication, telemetering, automatic load 
control, teleprinting, and protective relaying. 


Motorola Communications & Electronics, Inc., 4501 W. Augusta, Chicago 51, iil. 





How Ebasco helps 


the electric power industry 
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F wats SYSTEM PLANNING 


ON A LONG-RANGE BASIS 


Through a knowledge of electric utility operations 
gained from almost 50 years of experience with power 
systems of all sizes all over the world, Ebasco offers 
a long-range system planning service designed to meet 
the specific needs of individual companies or groups of 
companies anywhere. 


Ebasco specialists will help you find economic answers 
to both the engineering and service problems involved 
in the planning of utility system additions or improve- 
ments. Your present system is analyzed—your markets, 
load growth, and service requirements evaluated in light 
of present and future needs. These specialists help deter- 
mine what new generating, transmission and distribu- 
tion facilities are required—where and when to build 
them. All factors are taken into consideration to assure 
an adequate power supply, good service and optimum, 
over-all economy. 


Our booklet—‘‘The Inside Story of Outside Help’’—describes 
Ebasco services and how they may be of use to you. For a copy, 
write or phone Ebasco Services, Incorporated, Dept. W, Two 
Rector Street, New York 6, N. Y. 





NEW YORK - CHICAGO + WASHINGTON, D. C. 


Appraisal * Budget ¢ Business Studies 

Consulting Engineering * Design & Con- 

struction ¢ Financial ¢ Industrial Rela- 

tions * Inspection & Expediting * Insur- 

Ere oe ance, Pensions & Safety »* Purchasing 
& Rates & Pricing * Research © Sales & 

Public Relations ° Space Planning 

Systems & Methods * Tax e Traffic 

Washington Office 
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TYPE P CONTROLS provide sensitive 
low-cost, photoelectric control of series or 
multiple outdoor lighting circuits. 


epee ranma 





W METER-SOCKET MOUNTED PHOTOELECTRIC CONTROL uses the same reliable FORM 110 LUMINAIRE combines Type 
cuit as the Type P Control and the Form 110 Luminaire. Its standard meter-socket P control and standard optical systems in 


unting simplifies users’ stocking, and permits plug-in design for easy field servicing. 


one compact unit for multiple circuits. 


umcheW G-E Photoelectric Street-lighting Controls 


rovide reliable service longer, 
eed less maintenance, cost less 


General Electric makes both separate photoelectric con- 
ols and complete photoelectric luminaires. Both now use 
entirely new control element with an etched-circuit and 
p-soldered connections. These new manufacturing tech- 
ques make possible a better, more accurate photoelectric 
ntrol at a lower price. 

C-E photoelectric controls give you light whenever its 
eded, regardless of the time of day. Power consumption is 
v, and the circuit design assures maximum tube life. The 
ntrols do not require adjustment while in service, an 


need no attention after power failures. 

The new units are completely interchangeable with G-E 
photoelectric controls already in service. Enclosed in a 
standard glass meter cover for protection against physical 
damage, the control element plugs in, permitting replace- 
ment of the unit without reorientation. 

For more information see your nearest G-E Apparatus 
Sales Office or Authorized Agent; or write for Bulletin 
GEA-5141 to Section 452-136, General Electric Company, 
Schenectady 5, N. Y. 


GENERAL ELECTRIC 


Y VIEW SHIELD helps prevent stray light OPERATING LEVEL can be easily ad- ETCHED CIRCUITS and dip-solderin 
bm actuating G-E photoelectric controls, justed in field or shop by turning slotted _ assure positive electrical connections an 
d protects phototube from sun’s rays. gcrewaccessible through protectivecasing. permit easy replacement of components. 





TRANSFORMER 
MANUFACTURE 


The three dimensions for transformers in the blueprint stage, 
as shown in diagram, are A, B, and C, the physical measurements 
of a product. This product would be of little value to today’s 





utility without the coefficient A, B, C of knowledge, facilities, 
and experience as basic elements of the manufacturer. 
The AB C’s of transformer 


if manufacture are the 
combined result of utility 

: demands and manufacturing 
know-how. Needs expertly 


-—B—al  *—C— calculated by the utilities 
have made mandatory the 





possession by manufacturers of A, a high level of knowledge; 
B, wide facilities; and C, depth of experience. 


Moloney is fully qualified in the A, B, C’s of transformer 
manufacture. Since 1896 it has been building and expanding 
its facilities, its knowledge and its experience to parallel, and 

to anticipate, utility needs. Now, once again, another long 
step forward has been taken in increasing facilities 

here at Moloney so that we can continue to produce 
transformers capable of superior operation in 

the high ratings so necessary to today’s utility. 
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MOLONEY ELECTRIC COMPANY 


Manufacturers of Power Transformers » Distribution Transformers « Lead Ratie Control 
Transformers « Step Voltage Regulators « Unit Substations « Electronic Transformers 


SALES OFFICES IN ALL PRINCIPAL CITIES 
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Thursday—5 


Southern Gas Association 
will hold home service con- 
ference, Nashville, Tenn. 


Friday—6 


Appalachian Gas Measure- 

ment Short Course will be 

held, West Virginia Uni- 

versity, Morgantown, W. 

Va. Aug. 23-25. Advance 
notice. 


by) 


Saturday—7 


Western Electronic Show 

and Convention will be held, 

Los Angeles, Cal. Aug. 25- 
27. Advance notice. 


Sunday—8 


American Society of Me- 
chanical Engineers will 
hold fall meeting, Mil- 
waukee, Wis. Sept. 8-10. 
Advance notice. 





Monday—9 


Ohio Rural Electric Co-op- 
eratives begin meeting, Co- 
lumbus, Ohio. 


Tuesday—10 


Mid-West Gas School and 

Conference will be held, 

Towa State College, Ames, 

Towa. Sept. 8-10. Advance 
notice. 


Wednesday—11 


Pacific Coast Gas Associa- 
tion will hold meeting, Van- 
couver, British Columbia, 
Canada, Sept. 8-10. Ad- 


vance notice. 


Thursday—12 


American Water Works 
Association, New York 
Section, will hold annual 
meeting, Montauk, Long 
Island, N. Y. Sept. 9, 10. 
Advance notice. 








Friday—13 


Southern Gas Association 

begins pipeline operations 

and engineering confer- 
ences, Houston, Tex. 


Saturday—14 


Michigan Independent 
Telephone Association will 
hold annual convention, 
Grand Rapids, Mich. Sept. 
9, 10. Advance notice. 


ey 
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Sunday—15 


American Bar Association 
begins annual meeting, Chi- 
cago, Ill. 


Monday—16 


Rocky Mountain Electrical 
League will hold annual 
fall convention, Estes Park, 
Colo. Sept. 12-15. Advance 


notice. 











Tuesday—i7 


Illuminating Engineering 
Society will hold national 
technical conference, At- 
lantic City, N. J. Sept. 12- 
16. Advance notice. 





Wednesday—18 


Independent Natural Gas 

Association of America 

will hold annual meeting, 

New Orleans, La. Sept. 13, 
14, Advance notice. 





Thursday—19 


Southeastern Electric Ex- 
change, Personnel Admin- 
istration Section, begins 
meeting, Asheville, N. C. 





Friday—20 


Natural Gas Gathering 
Conference begins, Shreve- 
port, La. 


















































Courtesy, Alabama Power Company 


Modern Utility Office Building—Birmingham 





Public 
Utilities 


FORTNIGHTLY 


VoL. 54, No. 3 


AUGUST 5, 1954 


Impact of Inflation on 
Public Utilities 


A group discussion by Frank L. Griffith, vice president 
and comptroller, The Peoples Gas Light and Coke 
Company; W. J. Herrman, vice president, Southern 
California Gas Company; and Robert E. Ginna, execu- 
tive vice president, Rochester Gas & Electric Corpora- 


tion. 


STATEMENT BY FRANK L. GRIFFITH* 


HE positions of Mr. Ginna, Mr. 
Herrman, and myself could easily 

be the subject of a cartoon. Mr. 
Ginna is the fellow with the swollen jaw 
who gets to the dentist’s office door but 
won’t go through, reassuring himself 
meanwhile that if he will be patient long 
enough, his trouble will disappear of it- 
*Vice president and comptroller, The Peoples Gas 


Light and Coke Company. For additional personal 
note, see “Pages with the Editors.” 


self and he won’t need the dentist’s serv- 
ices. Mr. Herrman gets into the dentist’s 
chair, all right, but takes the view that the 
seat of the trouble need not be too accu- 
rately identified. Maybe just any treat- 
ment, even if it is not applied to the par- 
ticular cause of the trouble, will give re- 
lief. In my section, the patient wants par- 
ticular treatment of the particular dis- 
turbance. 
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Because I have recently received a let- 
ter from a person highly placed in the 
United States Treasury Department which 
says that “we hope that at least inflation 
ts a thing of the past and that over the 
years your problems and those of the 
other industries can be resolved,” I feel it 
necessary to point out for the purposes of 
our discussion that while it may possibly 
be true that we are not having and that 
we may not have any further inflation, we 
shall still have price inflation with us un- 
less and until, as now appears to be utterly 
unlikely, prices recede to, or even below, 
the levels prevailing in 1940 or earlier. 
Barring such a price recession we shall 
continue to have inflation with us even 
though still further price level increases 
do not develop. We cannot choose to be 
unaffected by inflation any more success- 
fully than we can choose to be unaffected 
by any other phenomenon existing in fact. 


le is to be noted that a great part of the 

adverse effects of inflation are readily 
observed and understood. Higher wage 
rates, higher material prices, and such like 
cannot possibly develop without notice. 
Increases in pension and other employee 
benefit plan costs, as a different kind of 
example, generally are not quite so ob- 
vious because they are not tied so directly 
to day-to-day expenditures and operating 
expense records. The only difference, 
however, between those inflationary effects 
which are observed immediately and these 
others which are recognized a little more 
gradually is that the latter are activated 
by a slower-burning fuse. There are even 
less obvious effects of inflation upon pub- 
lic utility companies, to which I would 
like to devote the major part of the space 
allotted to me. 
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While some of the adverse effects of 
inflation may in part be offset by econo- 
mies of one kind or another that may be 
undertaken, I point out that any such 
economies could, and perhaps should, have 
been initiated whether inflation had oc- 
curred or not. Therefore the economies 
are only offsets, not in any sense direct 
remedies. 

As a matter of fact, all of the adverse 
effects of inflation upon the dollar costs 
of public utility companies have one com- 
mon aspect. They can all be recovered 
from, and can only be recovered from, by 
securing offsetting increases in dollar rev- 
enues. By dollar costs I mean additional 
dollars of cost for the same amounts of 
labor and materials and by dollar revenues 
I mean additional dollars of revenue for 
the same amounts of utility service. 


HE recovery of greater dollar reve- 

nues means higher rates for service. 
Higher rates for service depend upon the 
showings made in support of them. The 
demonstrations required to prove the need 
for higher service rates to cover increased 
costs of the labor and materials immedi- 
ately utilized in the day-to-day perform- 
ance of the utility service ordinarily pre- 
sent no substantial problem. It therefore 
appears that they need no extended dis- 
cussion here. With that preface I shall 
limit my remarks to the subjects of return 
on and return of the long-lived utility 
property, commonly referred to as utility 
plant, utilized in producing and furnishing 
the utility product or service. 

The effects of gradual inflation are in- 
sidious and in large part hidden at any 
given time. If price level change is spread 
over a long enough period it may go un- 
noticed except by technical economists be- 
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cause only some segments of the economy 
will be particularly affected at a given 
time. The change in price levels since 1940 
has not been so gradual, the purchasing 
power of the dollar having diminished 
since then by almost 50 per cent. 

The twin problems related to the secur- 
ing of adequate returns of and on prop- 
erty owned prior to the time the trend in 
changing price levels became acute relate 
to what are by far the least understood 
impacts of inflation upon utility compa- 
nies and those apparently most worthy of 
discussion. For convenience I have taken 
1940 as the beginning of the period of 
inflation which is under discussion. 


I WOULD like clearly to concede now that 
all utility companies are not adversely 
affected in the same degree by the dollar 
value declines since 1940. The importance 
of present price level inflation upon in- 
dividual utility companies in respect to 
their returns of and on long-lifed property 
is in large degree proportionate to the ex- 
tent to which their utility plants now in 
service are comprised of pre-1940 items of 
property. Any future inflation, or dollar 
value decline, can be expected to produce 
effects in respect to property now being 
acquired comparable to those that the ex- 
isting degree of inflation has produced in 
respect to property heretofore acquired. 
A company whose property has only re- 
cently been developed, as is the case with 
some natural gas pipeline companies, can 
for the moment afford to take only aca- 
demic interest in the effects of price level 
inflation. However, the trends of dollar 
value decline and price level rise may have 
been arrested only momentarily. 

That utilities seek adequate returns on 
and of property devoted to the public 


service may sound somewhat novel to 
some utility people, particularly those who 
have in the last twenty years or so come 
to consider a formula developed, token- 
dollar “rate base,” as a suitable substitute 
for the actual rate base; that is, the utility 
property itself. 

Let us consider the effect of inflation to 
date upon the problem of securing ade- 
quate returns on and of older property. 

We nowadays distinguish between regu- 
latory jurisdictions as being of either the 
“fair value” or “original cost” varieties. 
These characterizations relate, of course, 
to the rate-fixing operations of the utility 
commissions in question. 


. rates, or prices, are economic 
phenomena. Inherently they involve 
economic considerations. Their levels de- 
termine whether the full, true costs of 
furnishing a particular quantity of service 
will be repaid or not and how desirable 


any quantity of utility service may be to 
a customer in comparison with other serv- 
ices he may procure with his money. No 
matter how much effort may have been 
made in the past twenty years, or how 
much there may yet be, to fix rates by 
formulae having no reference to economic 
considerations currently affecting the util- 
ity, the rates when fixed nevertheless have 
irresistible economic significance as be- 
tween the utility and its customers and 
upon both it and them. The term fair value 
is loosely used to designate jurisdictions 
in which at least nominal consideration is 
given to economic factors in the process 
of fixing rates. 

A fair value rate base, whatever the use 
to which it is to be put, is not and should 
not be looked upon as being in any respect 
an increased rate base, as compared with 
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the original cost of utility property. The 
fair value is only an ascertainment, in 
terms of today’s dollars, of the value of 
the property which is truly the rate base. 
The fair value tends to be the result ar- 
rived at by applying the rates of exchange 
between different kinds of money to the 
original cost of the rate base property. 


Ro the purpose of illustration, the Peo- 

ples Company’s average cost of install- 
ing 6-inch cast-iron mains in 1953 was 
$4.74 per foot. The average cost of all 
such mains the company had in service at 
the end of 1953 was $1.62 per foot. As 
of the same date the average cost of 6-inch 
mains then in service which were installed 
prior to December 31, 1940, was $1.33 
per foot. 

Taking a unit of capital in the amount 
of $100, that sum was sufficient to pay 
for the cost of 75 feet of 6-inch main 
as installed before 1940. The same amount 
would pay for the installation of only 21 
feet in 1953, less than one-third as much. 
Each foot of main laid in 1940 or before 
performs the same function as is per- 
formed by a foot of main laid in 1953. 
Yet the capital contribution which in 1940 
or prior thereto made available to the util- 
ity the service capacity of 75 feet of main 
would on an original cost basis get no more 
return on that amount of property than 
would the capital contribution of 1953 
which provided, with the same nominal 
number of dollars, the service capacity of 
only 21 feet of 6-inch main. 

It is the sum of these and other such 
units of service capacity which constitutes 
the real wealth—the real capital—devoted 
by a utility to the use of the public which 
it serves and which, in consequence, is its 
real rate base. 
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ee any specific item of utility 

plant, and particularly distribution 
plant, will furnish a similar cost compari- 
son, old and new. If even remotely pro- 
portionate returns are to be obtained on 
and of the amounts of property which 
capital contributions of like numbers of 
dollars at different times have made avail- 
able for the utility’s operation, adjustment 
must somehow be made to compensate for 
the inflationary changes in price levels 
which have produced the situation de- 
scribed. 

It is sometimes contended that, not- 
withstanding the extreme degree of regard 
for original cost in certain jurisdictions, a 
utility company’s own original cost of a 
1953 installation does not fairly establish 
the level of costs being incurred today. It 
is in such cases urged that the differences 
between specific costs in 1940 and now are 
brought about in part by “improvements 
in the art” or some other never-specifical- 
ly-described factor not related to price 
level inflation. Without conceding the pro- 
priety of this contention, the advocates of 
adjustment for inflationary price rise in 
the fixing of utility rates are generally 
willing to forego insistence upon the full 
allowance they believe the circumstances 
justify and to base adjustment, instead, on 
published and generally accepted price 
level statistics—the Bureau of Labor Sta- 
tistics Consumers Price Index, particu- 
larly. It is important that attention be con- 
centrated on getting recognition for the 
inflationary price rises however indicated, 
foregoing undue argument as to the merits 
of one indicator in comparison to another. 


—— of us seem to accept with a kind 
of fatalism a view that has been urged 
upon us in the last twenty years or so that 
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original cost has an uncommon kind of 
sanction, as related to utility matters, 
which supersedes economic considerations 
and somehow nullifies economic processes. 
I can easily recall, however, the time when 
the original cost concept, as such, was 
born. It was advanced chiefly in the 1930’s, 
and took root at a time when price levels 
had for some time been relatively stable 
and when public utilities and their man- 
agements were held in rather low political 
esteem. 

The conditions in which the original 
cost concept was first brought into promi- 
nence in public utility rate regulation pre- 
vailed long enough to permit a sort of 
hypnosis to develop, as a result of which 
there is in some quarters a view that it is 
not only hopeless but somehow improper 
to seek any allowance for current eco- 
nomic fact in original cost jurisdictions, 
in so far as the costs of using long-lived 
property are concerned. Nothing but seri- 
ous, strenuous, and sustained effort will 
change the situation in those jurisdictions. 
We cannot hope that utility rate making, 
and thereby utility operations, will be es- 
tablished on proper economic bases merely 
by spontaneously generated legislation or 
evolution of new concepts by regulators. 
We must ourselves labor without limit to 
get to the level we must reach. 


ie us not accept as valid the view that 

utility security holders should receive 
returns only on and of the happenstance 
numbers of dollars which stand in the ac- 
counts as symbols for the property which 
is actually performing the utility service. 
It is the property owned by utility com- 
pany equity security holders, through own- 
ership of the company’s stock, which is 
performing a utility service, and depre- 


ciating in the course thereof, not the dol- 
lar symbols therefor recorded as original 
cost in the accounts. It is the property to- 
day performing the service on and of 
which utility investors are entitled to re- 
turns. So many methods have been utilized 
for proving to regulatory commissions the 
fair value, whether called by that term or 
some other, of the property devoted to the 
public service that it would be presumptu- 
ous for me to discuss here any one kind 
of showing, whether in proof of fair value 
itself or of a rate of return so adjusted as 
to produce a fair return on the property 
when applied to the original cost thereof. 
Members of the Peoples Company’s 
management feel very strongly that return 
on fair value and return of fair value are 
but two sides of the same medal. A fair 
return is not being earned, regardless of 
the basis of calculation, unless the purchas- 
ing power represented in a given period 
by the equity investment in the utility 
property is being conserved and kept 
whole. The position of utility manage- 
ments in this respect is not altogether un- 
like that of the administrator of a pension 
trust, or other such body of funds or prop- 
erty. It is bootless for the administrator 
in such case to point to a large return on 
the corpus of the trust in a given period 
if and to the extent that there has in the 
same period been a shrinkage of principal. 
Income, or what the utility business recog- 
nizes as return on utility property, exists 
only after every dollar of cost encountered 
in producing the income has been recog- 
nized and deducted from revenues. 


W: will urge as freely as anyone that 

utility companies should have a full 
measure of return on the fair value of the 
properties utilized in performing utility 
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service. We urge also, however, that if the 
value or capital represented by the utility 
plant is being eroded through inadequate 
provision for the consumption of property 
which occurs in the furnishing of the serv- 
ice, that erosion will inevitably have to 
come out of what was mistakenly recog- 
nized as return on value. This process 
may, because of the very long lives of a 
great part of the items making up utility 
plant, be exceedingly slow in materializ- 
ing, but it will nevertheless be certain. 

Unless a utility is being compensated 
for the current consumption of service ca- 
pacity on the basis of the cost, in dollars 
of current purchasing power, of the serv- 
ice capacity consumed, it will inevitably 
develop that, except as new capital is pro- 
cured wherewith to maintain the same 
amount of service capacity, the physical 
measurements thereof will have shrunk. 
New capital will thus have been required 
to maintain continued real value equiva- 
lent to the capital heretofore committed to 
the enterprise. There is some ground for 
question as to the legal propriety of issuing 
new securities when the proceeds there- 
from will only make good the erosion of 
physical plant inadequately provided for 
by the depreciation provision. 


med to our views, depreciation is 

the current, contemporaneous expense 
sustained by a business as a result of con- 
tinuing consumption of the service capac- 
ity of its plant. Because of the decline in 
the purchasing power of the dollar which 
has actually, and as a matter of common 
knowledge and acceptance, occurred dur- 
ing the past fifteen years or so, deprecia- 
tion expense is no longer adequately meas- 
ured in terms of the amount required to 
be charged out each year in order to amor- 
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tize over the service life of the plant the 
original cost thereof. Instead, it must now 
be measured in terms of adjustment for 
the decline of the purchasing power of the 
dollar; in other words, must be measured 
in terms of dollars having the same pur- 
chasing power as the revenue dollar cur- 
rently being received. The dollars in which 
original cost of plant may be stated repre- 
sent an aggregate of dollars of differing 
purchasing power, depending on the time 
at which spent for procurement of plant. 
In great part they are dollars of much 
greater purchasing power than that of the 
revenue dollar brought in by current op- 
erations. An unadjusted amortization of 
the original, or nominal, dollar cost there- 
fore cannot be used as an adequate meas- 
ure of the depreciation cost actually being 
sustained by the business, although it con- 
tinues, mistakenly, to be so used because 
of confusion as to the true nature of the 
expense being incurred. The confusion re- 
lates to a tendency to depreciate, as the 
word is used, the dollars of original cost, 
in ascertaining the magnitude of the ex- 
pense being incurred, and failure to recog- 
nize that it is “property,” and not dollars, 
whose depreciation is to be measured and 
recorded. 


W: strongly advance the view that it 

is a utility’s gas mains and electric 
lines, service pipes and lines, meters and 
all other manner of physical property 
which are actually depreciating and not a 
dollar amount in which those properties 
happen to have been recorded over a long 
period of years. That amount, represent- 
ing an aggregate of dollars of many dif- 
ferent values, is now only a symbol. The 
tendency is to mistake the symbol for the 
very real properties for which it stands. 
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We concede that price declines and cor- 
responding dollar value increases will, 
when and if they ever again reach or fall 
below 1940 levels, have opposite effects 
from those resulting from price inflation. 

We urge, also, that careful distinction 
be made between the gross amounts some- 
times computed and contended for in re- 
spect to dollar value adjusted depreciation 
and the lesser, net, allowances stockhold- 
ers must obtain and record if the real 
wealth or capital being utilized in the pub- 
lic service is to be preserved. 


r is perhaps worth while to note the 1952 

report of the NARUC Committee on 
Corporate Finance, a part of which ad- 
vised the parent body (quoting) : 


... Accordingly, depreciation accruals 
—intended to recover the cost of the 
plant consumed in furnishing service— 
fall short of the amounts needed to re- 
place low-cost plant retirements dur- 
ing periods of high prices, and added 
capital must be raised to maintain the 
existing service capacity of the plant. 
At the same time, utility rate increases 
are far below the general increases in 
wages, incomes, and other prices. The 
result has been ever-expanding demands 
for utility services at “bargain” rates 
which cannot be maintained as more 


and more plant is replaced at today’s 
and tomorrow’s higher cost levels. 


CALL attention, also, to the following 

brief statement from a decision of the 
Arkansas Public Service Commission in 
a matter affecting the Southwestern Bell 
Telephone Company, reported in 2 PUR 
3é 1. 


The commission said, in part: 


We are acutely aware of this prob- 
lem in utility regulation, and we recog- 
nize that depreciation expense com- 
puted on original cost during this pe- 
riod of inflation may not maintain the 
capital committed to the utility service. 
The problem is currently under consid- 
eration by various regulatory bodies, 
and proposals have been made to change 
the Uniform System of Accounts to 
allow for additional depreciation ex- 


pense. 


Can we be any less alert in respect to 
measures for combating the effects of in- 
flation upon utilities than are the regula- 
tory authorities? Utilities should carefully 
distinguish, we believe, between the allow- 
ances they must have, net, and the greater 
gross allowances sometimes contended for 
in respect to dollar value adjusted depre- 
ciation cost. 





Should Price Inflation Be Recognized 
By Gas Utility Managements? 


STATEMENT BY W. J. HERRMAN* 


X& you may guess from my place in this 
discussion, I am representing a posi- 


*Vice president, Southern California Gas Com- 
pany. For additional personal note, see “Pages with 
the Editors.” 


tion somewhere in between extremes. 
From the point of view of fundamental 
philosophy—my sympathies are mostly 
with Mr. Griffith. From the point of view 

AUGUST 5, 1954 





PUBLIC UTILITIES FORTNIGHTLY 


of what to do about these problems, I must 
admit considerable sympathy with Mr. 
Ginna’s position, although I do not agree 
that the problems are not serious or should 
be ignored. 

Since there is no disagreement regard- 
ing the fact that the country is now in an 
era of unprecedented price inflation, the 
ultimate validity of the standpat position 
must rest upon one of two alternates. 
The first is that prices will decline dras- 
tically in the near future so that no cur- 
rent adjustment is required. The second 
is that public utility equities are funda- 
mentally different from common stocks in 
unregulated industries, and that investors 
in such stock should be treated in effect 
as subordinated debenture holders. 

Space does not permit my quoting au- 
thorities on economics and finance who 
not only believe that current high price 
levels are here to stay, but who also be- 
lieve that it is in the best interest of the 
country that they be maintained at present 
levels. 


ie the power of organized labor 

such as it is, can there be anyone 
who believes that labor rates, in terms of 
dollars, will ever fall to the 1940 level? 
If not, is it conceivable that prices of com- 
modities other than labor will again fall 
to that level? And even if the completely 
unanticipated were to occur, is there any- 
one who believes that the utility industry 
could successfully isolate itself from the 
accompanying depression? Let us be real- 
istic. 

Regulation may provide a ceiling on 
earnings when the value of our service 
exceeds its cost, but when the reverse situ- 
ation obtains, and costs begin to exceed 
values, the utility must absorb the loss, 
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regardless of regulatory or accounting 
philosophy. 

Now to the second alternate—should 
utility ownership be treated differently 
than the ownership of unregulated indus- 
try? I suppose that literally millions of 
words of argument have been written on 
this subject, and because of my interest 
in it, I have taken the time to read quite 
a few of those words—both pro and con. 
For whatever it is worth, my analyses of 
these arguments lead me to conclude that 
no single authority has ever made a 
straightforward case for any such dis- 
criminatory treatment. The arguments 
that have been made, and there are plenty 
of them, go rather to side issues. For ex- 
ample, in the early stages of inflation, the 
claim is made that prices have not risen 
greatly as yet and that it is normal to ex- 
pect a compensating decline in the near 
future. Then after inflation has persisted 
a few years, the argument is put forth 
that a large part of the investment is now 
represented by deflated dollars, which is 
supposed in some way to lessen the erosion 
of the earlier investments. Nowhere do 
these folks say that inflation adjustments 
are wrong—it just never seems to be the 
right time to make such an adjustment 
effective. 

Those who support the standpat posi- 
tion will tell you that we lived through 
previous postwar inflations and survived, 
and that we can do it again. 1 do not agree 
that two wrongs make a right, nor do | 
agree that because I recovered from pneu- 
monia once that I should have no concern 
about repeating the exposure that was 
responsible. 


sons argue that since inflation strikes 
at all industry, why should the utility 
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be afforded special protection? It is true, 
of course, that the rest of the community 
is faced with the risk of losing part of its 
real income and assets as a result of infla- 
tion. The risk becomes a reality for any 
wage earner whose wages are not ad- 
vanced, or any farmer whose prices do 
not rise, or of any business venture whose 
prices and profits do not rise in approxi- 
mate harmony with the general price level. 
But the essence of the distinction between 
utilities and other businesses is that utili- 
ties are not free to try to overcome this 
admitted hazard except in so far as the 
regulatory authorities permit them to do 
sO. 

In the free market, other groups are 
legally permitted to adjust their incomes 
upward to compensate for inflation, and 
for the most part, economic conditions 
also make this result possible. The utility 
stockholder is, therefore, subject to the 
hazard only that the commission will 
treat him differently from all other stock- 
holders. That risk is not an economic 
hazard but is an administrative hazard 
subject to control by the regulatory 
authorities. 


M* GRIFFITH indicates, and I concur 

emphatically, that the equity interest 
in utilities should be treated like other equi- 
ties. We do not ask preferred treatment, 
we ask merely for equal treatment. Such 
equal treatment necessarily requires that 
inflation be recognized and provided for 
by some proper adjustment to nominal 
cost regulation. Failure to provide such 
adjustment leaves the utility stockholder 
in the unhappy position of a subordinated 
debenture holder, lacking both the security 
of seniority and the opportunity of the 
risk-taker. 


127 


W: come finally to the argument that 

any departure from an original cost 
rate base, original cost depreciation, and 
a rate of return based on the current cost 
of new capital introduces serious com- 
plexities into the regulatory process. We 
are told of the abuses of the last genera- 
tion in the use of reproduction cost after 
World War I. With all these statements 
I agree, but not with the conclusion that 
a better procedure should not be adopted 
merely because it is complicated, or be- 
cause some similar procedure was abused 
by someone else. We might equally well 
condemn airplanes because they certainly 
are very complicated and obviously they 
have caused a lot of damage. The proce- 
dures we are talking about here are com- 
plex, because the whole science of business 
economics is complex. 

But the basic issue is very simple— 
should utilities’ equities be differentiated 
from other equities, or should they have 
equal opportunity with other equities? In 
its historic origin, the function of regu- 
lation has been as a substitute for com- 
petition. Ask yourself, then, does com- 
petitive business recognize inflation? Of 
course it does, and there lies your answer. 
In my opinion, failure to recognize price 
changes and their impact on the capital 
requirements of a utility destroys com- 
pletely the basic concept of regulation as 
a substitute for competition. 


S° much for the thesis that inflation is 
a fact, that we must live with it and 
adapt ourselves to the changes which it 
brings. The standpat philosophy implies 
that if we just go about our business, the 
adjustment will be more or less automatic 
and presumably quite satisfactory to 
everyone, including the pocketbooks of 
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our stockholders. Mr. Griffith contends, 
by contrast, that the adaptation requires 
certain specific modifications in our ac- 
counting techniques. He says further, and 
quite correctly, that if our yardstick is 
changeable, we must calibrate it. By way 
of illustration, he believes that so-called 
economic depreciation should be recorded 
on the books and that reported earnings 
of your company should be reduced ac- 
cordingly. 

He implies, however, that you are kid- 
ding yourself if you don’t do as he says, 
because the cost is being incurred, and 
closing your eyes to it doesn’t change the 
economic facts. 

Now, it is very wholesome and neces- 
sary that we have someone like Mr. Grif- 
fith to lay the truth bluntly on the line. 
He says that there is a right way of han- 
dling these matters, and he wants to see 
them done that way. We might call this 
for convenience, the “purist” approach. 


M* objection to this approach is prin- 

cipally one of emphasis. Most of the 
controversial issues in today’s complicated 
world can be stated clearly in terms of 
black and white, but in practicality they 
are decided and the decisions are imple- 
mented in various shades of gray. What 
I am trying to say is that it is difficult 
in a free world to resolve many differences 
of opinion with one single uniform solu- 
tion. Under the circumstances, we have 
to learn to live with compromises and ex- 
pedients which may be far from perfect, 
but it is the best we can do. 

Mr. Griffith says in effect: Here is a 
problem; it can be solved if you take this 
particular course. I say fine, let’s use this 
basic compass setting if we can, but if it 
appears that any of us either can’t or 
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doesn’t wish to follow that precise course, 
each of us must be free to do the best he 
can to meet his problems in his own way, 
in the light of his own individual circum- 
stances and the limitations of his own 
local laws, regulatory climate, and com- 
petitive conditions. 


M Y point can perhaps be best illustrated 
by an example. To begin with, we 
must remember that the impact of infla- 
tion strikes at us from several directions. 
To the rate executive, inflation raises 
questions of rate base, compensation for 
full economic depreciation, and fair re- 
turn. To the financial executive, it raises 
questions of capital structure, dividend 
pay-outs, and long-term financing. To the 
sales executive, it raises questions of com- 
petitive value of the service; to the ac- 
counting executive it raises questions of 
recording the results of operations. 

The chief executive of a utility has the 
difficult problem of weighing these vari- 
ous impacts upon over-all management 
policy. He may be quite in accord with 
the accounting executive’s desire for so- 
called economic bookkeeping. But his fi- 
nancial vice president tells him that this 
will reduce reported earnings and neces- 
sitate a reduction in the dividend and that 
the company will be handicapped thereby 
in the sale of new securities. So the presi- 
dent calls in his rate man and says how 
about a rate increase to absorb these eco- 
nomic costs which we are not recovering? 
If the company happens to be in Ohio or 
some of the other fair value states, the 
rate man would, in theory at least, seek 
higher rates to reflect increased rate base 
values. Perhaps he might also obtain a 
higher rate of return to offset a part of 
the extra cost of true economic deprecia- 
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tion over and above depreciation expense 
based on original cost. 

Under present tax laws, the rate man 
will need to collect $2 or more in gross 
revenues for each $1 carried through to 
net income. The result may be so large a 
rate increase that the sales manager will 
find that he-is priced out of certain mar- 
kets. Meanwhile, the public relations ex- 
ecutive will be tearing his hair over Drew 
Pearson’s latest column that the utility is 
robbing the people again and maybe the 
best remedy is public ownership. Of 
course, in some other states, the rate man 
and his economic approach may not get 
to first base with the local commission, 
so the whole program bogs down before 
it reaches Drew Pearson. 


some of you will say I am 

painting an unrealistically pessimistic 
picture. Mr. Griffith’s company recently 
obtained rate increases predicated on a 
fair value rate base, with some additional 
allowance over nominal original cost de- 
preciation, and, as far as I know, their 
rates are still competitive and their public 
relations are good. On the other hand, I 
believe the fair majority of the utility 
companies would be doubtful of their 
ability to duplicate in their territory what 
Peoples has done in Chicago. In my com- 
pany, for example, unless we were able to 
translate economic bookkeeping into high- 
er rates, my recommendation would be to 
maintain our books on their present origi- 
nal cost basis. 

But this is not to say that the problem 
should be ignored. On the contrary, re- 
sponsible utility managements should make 
an appropriate economic analysis of the 
impact of inflation as it affects them. Com- 
petitive conditions permitting, they should 


aggressively seek increased rates sufficient 
to overcome the dilution of the equity 
which is inherent in utilities during a 
period of inflation. If competitive condi- 
tions or unrealistic regulation do not per- 
mit increased rates, it may be necessary to 
review the company’s over-all financial 
and dividend policy, looking toward the 
time when a larger percentage of the plant 
will be made up of higher cost units with 
correspondingly increased fixed charges. 

Let us remember, in this connection, 
that bookkeeping methods cannot change 
total costs over the long pull. 


— bookkeeping and rates recog- 
nize true costs each year as they occur. 
Original cost bookkeeping and rates sim- 
ply defer recognition of a portion of such 
costs until the assets involved are phys- 
ically replaced. Rates based on economic 
costs will tend to change in harmony with 
changes in price levels generally, but will 
be stable between major price changes. 
Rates based on so-called nominal dollar 
costs will change only slightly as price 
levels change, but this change will persist 
over a long period of years as higher cost 
plant additions and replacements are 
weighted gradually into the original cost 
rate base. This process will continue until 
average plant costs increase to the then 
spot or current prices. The longer the 
property life, the longer it will take to re- 
establish equilibrium, and the greater will 
be the loss to the utility through failure 
to recover true costs in the interim. If the 
inflation is progressive, equilibrium will 
never be established, while the losses will 
become cumulative. A long-range view of 
these considerations is essential. 
In the average case, I come back to 
the conclusion that the practical answer 
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will be neither black nor white. Some 
utilities have been able to recover a part 
of their true economic costs by return 
allowances in excess of the current cost of 
capital. Some other companies have been 
able to earn more than the nominal al- 
lowed return. In fair value states, of 
course, the recovery, if any, is usually 
through an increase in the rate base. In 
some few situations, the company may not 
be able to earn even its nominal capital 
costs. 

The aggregate of all these results pro- 
duces an average level of rates and earn- 
ings which in turn becomes a pragmatic 
yardstick for each individual utility. Ob- 
viously, some one company will be at the 
top of the list, another will be low man on 
the totem pole. The high company will, 
to a degree, be restrained from increasing 
rates further because of the widening mar- 
gin between it and the rest of the industry. 
The company at the bottom, meanwhile, 
will be striving by all means at its com- 
mand to improve its position in order to 
achieve more nearly the industry average. 
The method that any given company 
chooses and the progress it makes cannot 
be reduced to an accounting formula, but 
will depend on many variables unique to 
that utility. 


‘~ conclusion, I submit to you that the 
utilities’ best solution to the inflation 
problem is not greatly different from what 
is actually being done today. Generally 
speaking, we are moving forward on many 
fronts, and even though the intermediate 
goals may be different, the end objective 
—a more nearly adequate total return— 
is common to all. The regulatory agencies 
are indicating an increased awareness of 
the problem, and in a few states this has 
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been translated into positive action. Each 
such decision, in turn, is bound to have 
a beneficial effect in other states, but no- 
where do I see any evidence of a stand- 
ardized formula. 

Perhaps the greatest progress that we 
can make from here on out is through the 
medium of further public education. Such 
education requires first a better under- 
standing of the problem on the part of 
the educators, and that, of course, is the 
purpose of this discussion. Obviously, the 
next step is discussion of techniques and 
procedures, and we have had a little of that. 
We have seen that inflation is a many- 
headed dragon, which affects our business 
from several directions, and we want to 
be sure before cutting off one head, that 
two new ones are not going to grow in 
its place. 

Specifically, we should not commit 
ourselves, as an industry, to an ac- 
counting technique that we cannot imple- 
ment in rates and financial policy. If we 
avoid such a general commitment, we 
automatically avoid the associated ques- 
tions of price indices, the inclusion or ex- 
clusion of debt in the price adjustment, 
and similar controversies. On the other 
hand, we must not stand idly by in the 
hope that the problem will solve itself, 
without vigorous effort on our part. In 
short, I say that definite action is required, 
but that such action must be flexible to 
suit the circumstances in each individual 
case, while at the same time presenting a 
united front on the basic issues. 


be prospects for success of all such 

efforts obviously will be greatly en- 
hanced if the entire industry, including 
our gas association, could come to some 
broad agreement on these basic issues. Re- 
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gardless of whether an individual utility 
desires to take any specific action, it seems 
to me that every executive must agree 
that inflation does have certain well-known 
effects on the financial results of his com- 
pany’s operations. 

Whether he considers it serious or not, 
he must agree, for example, that orthodox 
original cost bookkeeping and regulation 
result in a cumulative dilution of physical 
assets represented by investments made at 
lower price levels. He must agree further, 
it seems to me, that original cost account- 
ing overstates earnings expressed in con- 
sistent economic units. Finally, he must 
agree with the record, that utility common 
stocks, as a group, have failed to keep 
pace, either in respect to reported earn- 
ings or in respect to market prices, with 
generally comparable investments in un- 
regulated enterprises. Stated otherwise, 
regulation has not been properly fulfilling 
its role as a substitute for competition. 


| anon general agreement on a few 
such fundamentals, what can we do, 
as an industry, that will help solve the 
broad problem for everyone, without in- 
volving any individual company in some 
untenable position? In an attempt to make 
some beginning along this line, I would 
like to propose the following suggestions 
as a basis for further discussion: 

(1) That we stop avoiding the issues 


because they are controversial and an- 
noying. 

(2) That each of us calculate for our- 
selves, and in our own way, the difference 
between the nominal dollar income and 
the economic dollar income. 

(3) That we give serious considera- 
tion to the inclusion of appropriate state- 
ments in our annual reports to stock- 
holders disclosing the general effect of 
inflation on the equity ownership. I do 
not recommend, in this connection, that 
we attempt to state specific dollar quan- 
tities, for two reasons. First, because there 
is as yet no universal agreement as to how 
to make such calculations; secondly, be- 
cause of the probable disturbing effect 
that such a statement might have on se- 
curity holders of a specific company before 
they became aware of the fact that the 
problems involved were common to all. 

.(4) That we make every effort to gain 
recognition of the problem by responsible 
public bodies, such as the SEC, the Bureau 
of Internal Revenue, etc., with the objec- 
tive of obtaining gradual corrective action 
which would be uniform for all companies. 

(5) That the utility industry, as a 
whole, give its enthusiastic support to a 
program of increased public awareness of 
the impact of inflation on business gen- 
erally, and the need for adequate recog- 
nition of the special problems faced by 
regulated companies. 





Some Thoughts on Economic Depreciation 
STATEMENT BY ROBERT E. GINNA* 


ews foregoing discussions by my dis- 
tinguished colleagues and valued 


*Executive vice president, Rochester Gas & Elec- 
tric Corporation. For additional personal note, see 
“Pages with the Editors.” 


industry friends represent opinions not 
entirely different on what is happening to 
the gas (and electric) industry because 
of inflation. There has been no secret-— 
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but alas some misunderstanding—as to 
where I stood on these vital matters and 
I appreciate the opportunity to offer 
my views in the hope it will stir more 
original thought on the subject. There is 
no single common panacea for all of us. 

Some say I am a “standpatter” and 
some say I have a toothache. I deny flatly 
that I am a “standpatter.” I admit that 
I have a pain, but it is not in my teeth. 

There has been some rather involved 
explanation of what is happening to our 
utilities because of present price levels and 
depreciation practices, and management 
has been urged to resort to some radical 
measures to assure their survival. I shall 
try to express my views as simply as pos- 
sible. Mine is neither a “head in the sand” 
nor a “laissez-faire” attitude. 

The use of words carefully chosen to 
imply a desired idea is something which 
has been carefully studied by public rela- 
tions men, politicians, and others from the 
time of Demosthenes to 1954. Highbrows 
call this “semantics.” Armies do not re- 
treat; they retire to previously prepared 
positions. The excess of spending over 
income was not incurring a deficit ; it was 
an “investment in the future.” If you like 
a man, you call him either a conservative 
or a liberal, depending upon his leanings. 
If you don’t like him, of course he is 
either a reactionary or a radical. 


pare eagl is an inexorable and 
cruel fact and certainly there isn’t 
anything economical about it, but “eco- 
nomic depreciation” somehow sounds less 
distressing. We shall, of course, decide 
on the facts rather than on the sound of 
words. 

I therefore use for my subject the 
term “economic depreciation” which is 
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used by many of those who advocate a 
certain theory of accounting. 

This theory is that the advent of infla- 
tion makes improper the method of de- 
preciation accounting which is presently 
prescribed by all the regulatory authori- 
ties and by all the taxing authorities, and 
which is also approved by the courts. 
Admittedly, we now charge operating ex- 
penses, and put in the depreciation reserve 
amounts which are intended, over the life 
of the physical property, to equal the 
original cost of that property, so that when 
the property is gone there will be among 
the assets as many dollars as were origi- 
nally invested. In other words, the invest- 
ment will be fully amortized. The “eco- 
nomic depreciation” advocates say this 
would be fine if the dollars hadn’t changed 
but that, due to inflation, the investor 
doesn’t get back as much real value as he 
put in. 

They also say that depreciation account- 
ing should not be considered as an 
amortization of investment but as a means 
of preserving the property, and so we 
should charge operating expenses during 
the life of the property with amounts suf- 
ficient to replace that property when it is 
gone. They say that while property is 
being used up the current cost of such 
consumption should not be measured by 
what it originally cost but by its value at 
current cost levels. 


, ban are forceful arguments for what 
these people want to do. Much has 
been written and spoken on the subject, 
mostly by those who crusade for the 
theory. I will consider only some factors 
which seem to merit attention before you 
draw your own conclusions. 
In the first place we have to deal with 
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hard facts in a cruel world and ofttimes 
we have to refrain from doing what we 
might like to do or what might seem to 
have theoretical justification. Fact number 
one is that if you increase depreciation 
charges above those involved in the pres- 
ent method you will either show less earn- 
ings or you will increase rates. Or, if you 
want to divide the load, you can have both 
less earnings and increased rates. It may be 
that this is all you want to know about 
the subject and the rest of this discussion 
can be skipped. 


O' course, we have inflation and of 
course it is perplexing and distressing. 
Probably all of us suffer from it, unless 
perhaps members of labor unions, and they 
too may feel a shock when it comes to 
pensions, life insurance, savings accounts, 
etc. 

Those who have loaned money on 
mortgages, purchased bonds, bought in- 
surance or annuities, will have their dol- 
lars returned but will not get back the real 
value they put in. Those who invested in 
government bonds were supposed to get 
at the end of ten years one-third more than 
the original outlay but in actual purchas- 
ing power the repayment was actually less 
than the original investment. 

Investors in utility common stocks are 
by no means the only sufferers from infla- 
tion. Should they get special treatment? 
In arguing for a fair rate of return, our 
hearts have always bled for the common 
stockholder who takes such awful risks. 
Utilities to a large extent are protected 
from competition as that term is generally 
understood. They supply services which, 
to a great extent, are necessities. The cus- 
tomers have to take our product and pay 
whatever our rates are. Now, are we go- 


ing to give stockholders the added protec- 
tion of a shield against inflation? 


T? a considerable extent the problem 
is one of whether the higher costs of 
replacing property in the future should be 
borne by the present customers or by those 
who receive service in that future time 
after the property has been replaced. As 
another hard practical fact we have the 
present customers now with us. They are 
ordinary human beings and among them 
are few who will make an idealistic fight 
to pay higher rates now for the benefit of 
those who live in the future. Most of those 
now with us will probably agree with the 
fellow who says, “Why should I do any- 
thing for posterity? Posterity never did 
anything for me.” 

As I have already pointed out, all the 
regulatory authorities and all the taxing 
authorities now require depreciation 
charges to be based on actual cost. In 
order to bring “economic depreciation” 
into effect all you need to do is to change 
all the accounting systems and regulations 
now in existence. Now mere inertia is a 
very rugged and durable obstacle and, in 
addition, there are plenty who believe that 
amortization of investment is all that is 
justified. They will give anyone some 
pretty tough arguments in support of that 
position. Furthermore, the regulatory au- 
thorities do not like increased rates any 
more than anyone else, but increased rates 
they would have to permit if they pre- 
scribed higher items for depreciation ex- 
pense. Do you think they will be sympa- 
thetic to the proposed change? 

The proposed procedure has been spe- 
cifically rejected by the United States 
Supreme Court. This was the language in 
the Natural Gas Pipeline cases: “. .. We 
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refuse to make an allowance of amortiza- 
tion in excess of cost. To do so would not 
be the computation of a proper expense, 
but instead the allowance of additional 
profit over and above a fair return. Mani- 
festly such an additional return would 
unjustly penalize consumers.” [(1942) 
315 US 575, 593; 42 PUR NS 129.] 


Ma this was the wrong decision and 

possibly it too can be changed, but 
that is the way it is, and that is another 
hard fact. 

Suppose we accept the proposed theory 
and suppose all the objections and re- 
strictions can be swept aside. Just how 
would we proceed? I do not understand 
that the interest rate or maturity amount 
of the company’s bonds would be altered 
or that the dividend rates of the preferred 
stocks would be increased. Adoption of 
the theory would not do anything for the 
senior shareholders. Those fellows would 
still take the wallop which inflation deals. 
Then, if depreciation charges were based 
on replacement cost for the entire prop- 
erty, the common stockholders who have 
a 25 per cent equity would get four times 
the benefit which the theory says they 
should have. And if some adjustment were 
made on this account it would be different 
for a company with 50 per cent stock 
equity, and still different for one with 100 
per cent stock. 

What would you do from here on about 
the so-called “reserve deficiency” which 
(on the theory we have been discussing) 
already exists? If you are providing for 
future replacement costs how do you de- 
termine what those costs will be twenty 
years from now? And how would you 
differentiate between stockholders who 
put their money in twenty years ago as 
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compared with investors of ten, five, or 
one year ago, all at different cost levels? 
Inflation has certainly scrambled the eggs. 
Do you know how to get them back in the 
shells? 

Some will say that we should first adopt 
a proper theory and then find out how to 
make it work. I do not decry theory or 
argue that we should remain fundamen- 
tally wrong, if indeed we are fundamen- 
tally wrong. But we do have to live in a 
practical world and we are obliged to do 
practical things. When we start somewhere 
we ought to have a pretty good idea of 
where we are going to land. We might not 
be as fortunate as Columbus was. Or was 
he! 


HERE seems to be considerable uncer- 

tainty and confusion among the “eco- 
nomic depreciation” advocates as to how 
all these matters should or could be han- 
dled. You may be sure there would be 
plenty of controversy with the commis- 
sions and taxing agencies. Do we want 
more confusion and acrimony? I rather 
like the statement made recently by Com- 
missioner Eddy of the New York Public 
Service Commission. He said: 


As you know, there have been numer- 
ous suggestions made to meet the im- 
pact of inflation; for example, the 
adoption of economic depreciation and 
the readjustment of the rate base to the 
purchasing power of dollars. Time does 
not permit a discussion of the theoreti- 
cal merits of these plans; but from the 
regulatory standpoint there are certain 
decidedly practical objections. First, 
and this particularly applies to the eco- 
nomic depreciation theory, I do not 
favor—and I doubt if the public can 
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ever be convinced that any device of 
regulation is sound whose chief bene- 
factor is the tax collector. Under exist- 
ing tax laws such a device is impossible. 
Second, we have greatly simplified the 
methods of trying rate cases. 

The time to settle the property ac- 
count and the depreciation is not in a 
rate case. It should be a known fact and 
about which there is no dispute; and the 
trial of a rate case, if a trial becomes 
necessary, should be limited purely to 
the rate of return and to such estimates 
of revenue and expense as may be ma- 
terial. 

Introducing any method of revalua- 
tion or of recomputing depreciation, in 
the long run, is going to be costly if for 
no other reason than lengthening the 
period of the regulatory lag. If the in- 
vesting public knows that rate cases are 
speedily determined, it will be much 
more anxious to invest in utility securi- 
ties than if it knows, irrespective of the 
need for increased revenue, that years 
will elapse before the increase is granted. 

Regulation as it now exists is too 
complicated. Our aim should be to make 
it more simple. The solution to our 
problems lies not in the introduction of 
new theories of rate making nor in com- 
plicated formulae. The solution is the 
application of simple common sense in 
the light of ever-changing economic 
conditions. It is the result that counts, 
not the mathematics. 


Ww we still have our problems and 
we have to deal with them. I cannot 
believe that ‘economic depreciation” is a 
practical solution. Perhaps I am digress- 
ing somewhat if I suggest what we should 
work for. It seems to me that if a utility 


is permitted sufficient earnings to make its 
securities (of all classes) attractive to in- 
vestors, the consumers could not complain, 
because any less would jeopardize the qual- 
ity of service and the possibility of car- 
ing for increased demands. And I do not 
see how the present security holders could 
well complain if they are given as good 
treatment as voluntary new investors. 

This is the “pragmatic” approach which 
was approved in the Hope Natural Gas 
Case, 320 US 591. I could burden you 
with many citations from commission and 
court cases showing that this view is basic 
in the thinking of many recognized au- 
thorities. While they may be plagued by 
their old precedents and so may still feel 
obliged to mumble the old shibboleths of 
rate base, rate of return, etc., they do man- 
age to bring results into line with the prac- 
tical requirements. 

And so we have inflation! What are we 
going to do about it? After we emerge 
from the fog of words, charts, and graphs, 
it appears there isn’t anything we can do 
to mitigate it except to charge higher rates 
than those we are now charging, and so 
have more dollars either for return to in- 
vestors or for building reserves, or for 
both. 

Now I have no sentimental objection to 
higher rates. I would like to have more 
dollars. I say that if you can increase your 
rates without hurting your market or dam- 
aging your public and political position, 
and if you can get permission for so doing 
—then more power to you and God bless 
you. 


T° attempting to get those higher rates 

you will have not only to plead all the 
arguments made so forcibly by the others, 
but in addition you will have to convince 
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your regulatory authority that you really 
need help now, that you now have trouble 
financing and paying your present bills; 
that your present equity holders should 
now receive a higher return than new 
equity investors are satisfied with, and you 
will also have to answer several other 
questions. 

But just in passing, why should utility 
common stocks be treated just like all 
others? Some adherents plead for equality 
and that utility equities should not be con- 
sidered in a class with subordinated de- 
bentures. Do they not actually come pretty 
close to that? What other business is pro- 
tected from competition and enjoys a cap- 
tive market? Are you going to argue that 
you should also be protected from infla- 
tion and at the same time be allowed a 
high rate of return? 

The risk of inflation for which stock- 
holders should be protected, if possible, 
is to assure greater or more rapid amor- 
tization of the inflated cost of the new ad- 
ditions to plant. This, in my opinion, is 
the best that might be obtained from the 
regulatory authorities and it has the 
added merit of being consistent with 
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the Treasury’s proposed tax program. 

As long as utilities can sell sufficient 
common stock to take care of their con- 
struction requirements, the proof that they 
need protection, past or future, remains to 
be demonstrated. 


I’ a utility really needs higher rates, it 
first must justify a “fairer rate of re- 
turn” or a “fair value” rate base. There 
is some indication that the present more 
moderate regulatory climate suggests some 
“resuscitation” possibilities for such a rate 
base. And we cannot expect to be allowed 
depreciation charges based on present costs 
unless the property is valued on that basis. 
If we can get those things, and if we can 
live with all the results, let’s go to it! That 
is the kind of a “standpatter” I am. 

If we can agree that each one of us will 
have to deal as best he can with his own 
problem in his own jurisdiction, my “ache” 
will be considerably relieved. 

In conclusion, let me repeat hard fact 
number one: “Economic depreciation” 
means greater expenses and therefore 
lower earnings or higher rates. Let’s be 
realistic about it all! 











a = record of the investor-owned electric utility industry 
is one in which its 3,000,000 stockholders—and the perhaps 


90,000,000 other Americans whose investment in the industry has 
been made through debt securities held by insurance companies, 
savings banks, pension trusts, and similar institutions—can take 
abundant pride. Perhaps more than any other, it is the industry 
which should not have been harassed and punished by discrimina- 
tions offensive to the basic American sense of decency and fair 
play. The electric utilities and their regulators have served the 
nation well, and it is overwhelmingly in the national interest that 


they should continue to flourish.” 


—A. J. G. Priest, 
Professor of law, University of Virginia. 
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Techniques for Obtaining Depreciated 
Replacement Costs 


Replacement costs of property and their depreciated 

values have become increasingly important to utilities 

in “fair value” states; to all utilities because of the 
higher price levels. 


By C. F. BOAKE* 


LLINOIS law requires that reproduction 
costs be considered in fixing just and 
reasonable rates for service rendered. 

The supreme court of Illinois early in 1953 
in Illinois Bell Teleph. Co. v. Illinois Com- 
merce Commission, 414 Ill 275, 98 PUR 
NS 379, 111 NE2d 329, stated that rates 
are just and reasonable only when they 
produce a reasonable return upon the pres- 
ent fair value of a utility’s property, tak- 
ing into “account current economic con- 
ditions, present price levels, and reproduc- 
tion costs.” Since then, after extensive 
testimony the Illinois Commerce Commis- 


*Consulting engineer, Chicago, Illinois. For addi- 
tional personal note, see “Pages with the Editors.” 


sion has issued rate orders for the impor- 
tant The Peoples Gas Light and Coke 
Company, 99 PUR NS 361, and the Com- 
monwealth Edison Company. 

In an order dated May 28, 1953, in the 
Peoples Gas Case, the commission found 
that a return of 5.8 per cent was fair, just, 
and reasonable. The commission also 
found the fair value of the company’s 
property was $200,000,000, including 
$10,000,000 for materials, supplies, and 
working capital, and $2,800,000 for work 
in progress. It also determined that the net 
original cost and reproduction cost depre- 
ciated with the same inclusions were $155,- 
988,056 and $278,990,224, respectively. 
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COMMONWEALTH EDISON COMPANY 


COST OF REPRODUCTION OF ELECTRIC (EXCLUSIVE OF PRODUCTION PLANT) AND GAS PROPERTY 
AT JANUARY 1, 1953 AND SUCH COST DEPRECIATED, PRICED AS OF JANUARY 1, 1953 
AND FOR THE AVERAGE OF THE THREE YEARS 1950 - 1952 INCLUSIVE 





Original Cost 1-1-53 
Trended 


Line Accoun Per 


or 
No. No. Books __Appraised 
(A) (A-1) (B) 





Transmission Plant 

Land and Land_ Rights 8,624,083 $ 12,048,805 
Clearing Land’ and Land Rights 253,015 54, 2: 
Structures and Improvements 

Station Equipment 

Towers 

Poles and Fixtures 

Overhead Conductors and Devices 29,132,015 
Underground Conduit and Manholes 1 630,586 
Underground Conductors and Devices 45,126,910 
Roads and Trails 605,95 801,606 


al aol al asl oll od 
SS888S8888 





Total Transmission Plant 227,523,524 


Distribution Plant 
Land and Land Rights »986, 6,880,787 
Structures and Improvements 16,102,549 35,443,456 
Station Equipment - Distribution 68,093,473 105,541,159 
Station Equipment - Industrial 28, 394,470 39,572,747 
Storage Battery Equipment 273,230 608,283 
Poles, Towers and Fixtures 

Wholly Owned 38,058,705 69,197,604 

Jointly Owned 12,649, 825 26,203,329 
Overhead Conductors and Devices 48,388 795,555,657 
Underground Conduit 9,G42, 105,181,647 
Manholes, Tunnels, Etc. 35,828,048 68,596,772 
Underground Conductors and Devices 60,019,453 135,661, 764 
Line Transformers 

Transformers 30,535,389 45,175,736 

Vault Installations 2,843,569 4,215,740 
Overhead Transformer - Installations 5,633,400 +7,018,259 


Services 
Overhead 16,981,020 


Underground Cable as gil saz2 2,071, 69% 

Underground Conduit 1,861,689 3,215,672 
Meters 

Consumers' Meters and fevices 29,704, 54 36,551, 884 

Meter Installations 7 5853569 11,359,160 
Leased Property on Customer's Premises 2,611 2,611 
Street Lighting Equipment 1,934,085 3,230,139 


MV MIU 


Muivi 
Bon QaanPer ONnNes 
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Total Distribution Plant $ 460,517,965 $ 814,728,349 
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TECHNIQUES FOR OBTAINING DEPRECIATED REPLACEMENT COSTS 
ae 








I.C.C. #1130 
Commerce Commission Engineering Staff 
Exhibit No. 1 


Cost Of Reproduction - January 1, 1953 














Final 
Estimated Salvage Resultant 1950-1952 - Average 
Weighted Age Life Resulting Adjusting a i a ame - uae Line 
Ne Age (Years Condition Factor Ratio reciation actor reciat 

83 BE — Se Se - S alee. ements 
2 

$ 12,048,805 - 100.0 $ 12,048,805 1.00 $ 12,048,805 8 
54,221 - 100.0 354,221 1.0u 354,221 9 
12,131,454 21.1 50 57.8 - 57.8 7,011,980 95 6,661,381 10 
90,146,088 14.5 4o 63.8 1.03 65.7 59,225,979 095 56,264,680 11 
19,425,189 20.4 75 72.8 - 72.8 14,141, 537 92 13,010,214 12 
17,726,650 12.7 50 7.6 - 74.6 13,224, 086 -93 12,298,39% 13 
29,132,015 17.0 50 66.0 1.03 68.0 19,809,770 -92 18,224,988 14 
630,586 B:2 75 95.7 - 95.7 603,471 “33 561,228 15 
45,126,910 14.4 40 64.0 1.06 67.8 30,596,044 9 29,372,202 16 
801,606 4.8 20 76.0 - 76.0 609,220 -% 572,667 17 

$ 227,523,524 $ 157,625,107 $ 149,368,780 18 
$ 6,880,787 1.00 $ 6,880,78 25 

$ 6,880,787 - ~ - - 100.0 0) -00 0,787 20 
357443456 24.7 60 58.8 ‘ 58.8 20,840,752 | .95 193798,714 22 
105,541,159 16.2 40 59.5 1.02 60.7 3063, +95 60,860,310 22 
39,572,747 10.4 40 74.0 1.02 75-5 29,877,424 095 28,383,553 23 
608,283 19.4 35 44.6 -O1 45.0 gfe? OF 257,303 

e 

63,661 12.7 45 71.8 - 71.8 45,709,170 - 42,966,620 26 

2 Ree 17.6 45 60.9 = 60.9 143681;201  .9% 13,800,329 27 
76,373,431 14.0 45 68.9 1.02 70.3 53,690,522 -92 49,395,260 28 
96,767,115 22.7 75 69.7 - 69.7 +6 5679 -93 62,725,411 29 
23,109,030 17.0 40 57-5 - 57-5 6,287,692 93 Be 7829030 30 
135,661,764 16.1 35 54.0 1.20 64.8 7 908, 823 -96 93925470 2 
45,175,736 14.9 35 57.4 1.05 60.3 27,240,969 -96 26,151,330 33 
43215, 740 12.7 30 59.7 . 57.7 274323482 296 2,335,183 3% 
6,316,433 5.7 30 81.0 - 81.0 5,116,311 -96 4,911,65 3 
26,499,824 14.9 30 50.3 - 50.3 13,329,411 -91 12,129,764 37 
270717694 10.6 35 69.7 1.06 73-9 13530,982 .96 1,469,743 38 
3,215,672 15.9 35 54.6 - 54.6 1,7553757 93 1,632,854 2? 
36,551,884 12.0 35 65-7 - 65.7 24,014, 588 -98 23,534,296 41 
103223,244 12.7 25 49.2 « 49.2 53029;836 .97 43878,941 42 
9011 1.5 35 95-7 - 95-7 2,499 095 2,374 43 
3,230,139 14.0 35 60.0 1.02 61.2 1,976,845 295 1,878,003 44 

$ 785,229,608 € 510,089,941 $ 482,132,478 45 








AUGUST 5, 1954 





PUBLIC UTILITIES FORTNIGHTLY 


On this basis, to obtain fair value, the de- 
preciated reproduction cost is weighted 
approximately 40 per cent. In dollars the 
rate base was $44,000,000 greater than the 
net book cost. 


i’ an order dated January 16, 1054, in 
the Edison Case the commission found 
that rates of return of 5.8 per cent and 
5.85 per cent were fair and reasonable, 
respectively, for the electric and gas utili- 
ties. The commission stated that the fair 
value of the company’s property was in 
excess of the capitalized net operating in- 
come for the test period adjusted to re- 
flect the rates requested. The capitaliza- 
tion ratios used were the rates of return 
found to be fair. 

The commission also allowed escalator 
fuel clause rates to reflect about 15 per 
cent of the incremental fuel costs varying 
from specified maxima and minima fuel 
cost levels. Nineteen fifty-two fuel costs 
approximated 19 per cent of the total of 
operating expenses and taxes. The com- 
mission handed down this order on the 
sixteenth day after completion of testi- 
mony, cross-examination, and filing of the 
company’s brief, which with postpone- 
ments and setting of hearings consumed 
slightly over six months subsequent to fil- 
ing of the petition on June 25, 1953. 


Price Levels 


HOULD price levels have reached a 
plateau “around which short-run fluc- 
tuations will now occur,’” all utilities are 
concerned in the cost of replacing retired 
property. It is within the province of state 


1 Paul W. McCracken, professor, school of busi- 
ness administration, University of Michigan, in “The 
Present Price Level Is Here to Stay,” published in 
Pusiic Utiitres FortNIGHTLY, January 21, 1954. 
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regulatory commissions to allow increased 
depreciation provisions, so it behooves 
those utilities wishing it to make the re- 
quests. I agree with Professor McCracken, 
that the new price level plateau most like- 
ly will be permanent for three reasons: 


1. The present, enlarged money sup- 
ply will not decline significantly. 

2. Unit labor costs will not decline. 

3. A depression severe enough to 
force the price level down to anything 
like prewar levels is not probable, de- 
sirable, or feasible.” 


It hardly can be visualized that any ad- 
ministrative or legislative branch of gov- 
ernment would commit political suicide by 
allowing a recurrence of a depression like 
1929-32. 


_ House Ways and Means Commit- 
tee has approved for inclusion in the 
Revenue Act of 1954 the declining balance 
method for calculating depreciation pro- 
visions which would allow the writing off 
of property built or installed after De- 
cember 31, 1953, by two-thirds of its cost 
at half life. The committee also voted that 
a taxpayer could use any other method 
which did not exceed the amount allow- 
able under the declining balance method. 
This recommended adjustment of depre- 
ciation rates is progressive, as were the 
sanction in the code some sixteen years 
ago of the use of LIFO (last in, first out) 
accounting for inventory values, and in 
recent times of a provision eliminating 
taxable gain in a private residence sale 
when the proceeds are reinvested in an- 
other home. F. Warren Brooks, vice presi- 
dent of The Cleveland Electric Illuminat- 
ing Company, in recommending the use of 


2 Ibid. 
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economic depreciation in Pusiic UTILI- 
TIES ForRTNIGHTLY, September 24, 1953, 
stated “it is submitted that an amendment 
of the Internal Revenue Code to permit 
the use of an adjusted original cost basis 
for the determination of the depreciation 
allowances should be seriously considered 
by Congress—for a forthcoming revision 
of the general tax law.” 


Adjustment of Rate of Return 


T° continue the use of original cost and 
' reflect changed economic conditions 
one proponent® in his formula for adjust- 
ing the rate of return used a change of 
price factor, stating “The price index used 
is an equally weighted average of BLS 
Wholesale Prices and BLS Cost of Living 
with the Handy-Whitman index of utility 
construction costs. Some earnings are 
spent for consumption, others are rein- 
vested, others go to buy additional plant, 
hence the three different indexes to repre- 
sent these three uses and to lend more sta- 
bility than is found in any one index.” It 
is my belief that price changes for plant 
should be those directly applicable to each 
account. 


Cost of Reproduction Study 


HE use of reproduction has been ob- 

jected to through the years by many 
due to its prohibitive cost in time and 
money. The balance of this article is de- 
voted to the demonstration and illustration 
of procedures I used on behalf of the en- 
gineering staff of the Illinois Commerce 
Commission in the Commonwealth Edi- 
son Company rate case #41,130, wherein 





8 Walter A. Morton, professor, department of 


economics, University of Wisconsin, in “Rate of 
Return and the Value of Money in Public Utilities,” 
Land Economics, May, 1952. 
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it will be shown how all utilities which 
keep records of original cost cannot afford 
not to have made a reproduction cost 
study. That these procedures were eco- 
nomical and efficient is proven by the 
forty-five days in which it was accom- 
plished, involving no more than an esti- 
mated 250 man days, 200 of which were 
furnished by the accounting, engineering, 
and clerical force of this $2 billion com- 
pany. 

The acceptability of the report in- 
directly is attested by the commission, 
whose depreciated reproduction findings 
varied less than one per cent, from the 
study herewith illustrated. 


Methods Used in Study 


- egress construction cost indices 
were applied to original book costs 
to obtain trended values, which in turn 
were adjusted to eliminate excess piece- 
meal construction costs. These adjusted 
amounts were depreciated by the straight- 
line method by applying the estimated 
service life to the weighted age of each 
account. The use of index numbers and 
the straight-line depreciation method ex- 
pedited the study immeasurably with the 
results described. These following proce- 
dures can best be visualized by referring 
to the excerpt from Exhibit No. 1, ICC 
#41,130, commerce engineering staff, 
pages 138 and 139: 


(1) Summary listing from the orig- 
inal cost study available of the book 
cost of all surviving property by ac- 
counts and amounts (column A and 
A-1). 

(2) Application to column A-1 of 
indices of construction to obtain cur- 
rent costs (column B). 
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(3) Adjustment of the current costs 
with factors (column C) to eliminate 
the extra costs of piecemeal construc- 
tion to obtain reproduction cost new 
(column D). 

(4) The weighted age in column D-1 
was obtained from the company’s rec- 
ords. 

(5) The service life, column D-2, was 
estimated by considering all factors of 
depreciation. 

(6) From the ages in column D-1 and 
the service lives in column D-2 the 
ratios of condition in column D-3 were 
calculated by the straight-line method. 
I have accepted the straight-line theory 
and used it for many years as being 
equitable in addition to lending itself to 
the expeditious calculation of accrued 
depreciation. 

(7) The factors in column D-4 were 
calculated as adjustments to column 
D-3 to reflect the net recoverable salvage 
resulting in an adjusted condition (col- 
umn D-5). 

(8) The factors in column F effect 
the transition of the reproduction cost 
depreciated values existing January 1, 
1953, in column F to the average of the 
prices for the 3-year period 1950-52 
inclusive. 


eee grasp of the details 

and procedures may best be afforded 
by referring to Commerce Engineering 
Staff Exhibit #2 (see page 143), which 


(a) Demonstrates the validity of use 
of original book cost as inventory. 

(b) Demonstrates the methods of ap- 
plying construction costs to obtain pres- 
ent-day cost, thence reproduction cost 
new. 
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(c) Satisfied the writer that the cal- 
culations made by the Edison Company 
prior to his assignment were proper 
with respect to the weighted age of the 
property units and to the values restated 
in terms of January 1, 1953, construc- 
tion costs. 


Considering the inventory feature : Col- 
umn 5, Exhibit #2, gives the surviving 
property for account No. 243—Exchange 
Aerial Wire, column 6 the construction 
cost indexes for this account, and shows, 
for instance, that the surviving property 
installed in 1937 (line 12) cost 105.9 per 
cent per unit of that installed in the base 
year. 

Likewise (line 27), the 1952 prop- 
erty cost 249.9 per cent per unit compared 
with the base year. Assuming that the cost 
per unit in the base year was $1, and all 
property units were similar, then for 1937 
(line 12) the surviving property at a cost 
of $1,066.89 represents 1,007 units, as 
found in column 7, which is column 5 di- 
vided by column 6 multiplied by 100. Like- 
wise, the surviving property in dollar 
amount of $420.76 for 1952 (line 27) 
represents 175 units. The total of column 
8 (line 28) will produce 14,382 units at 
$1 per unit or $14,382. Thus it is seen that 
an inventory is obtained, based on the as- 
sumption of the correctness of the indices 
used in column 6 and on the surviving 
property values in column 5. This latter 
has been accepted as basic. A count of the 
units would show this to be correct on the 
premises indicated. 


HE Edison inventories were obtained 
in another fashion, viz., by the appli- 
cation of multipliers in column 11 to col- 
umn 5. Proof of the conformity of the 
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two methods is shown by the identical 
ratios in columns 7-A and 12-A for each 
year to the totals in line 28 of columns 7 
and 12. The surviving property records of 
units under the Edison Company methods 
are kept by actual count and dollarwise 
and not on the first-in, first-out procedure 
used in columns 2 to 5, inclusive. 

Referring to the method for obtaining 
trended values through the medium of re- 
stating original cost in current dollars: 
total of column 12, line 28 (Exhibit #2), 
restates as at January 1, 1953, the property 
then surviving installed in the years 1937- 
52, inclusive, in the amounts indicated in 
column 5. The total of column 7, line 28, 
multiplied by the 1952 index of 249.9 in 
column 6, line 27, will likewise produce 
the same amount provided the calculations 
are carried to enough digits. 


.~ weighted age of the units installed 
was obtained as demonstrated in Ex- 
hibit #2. The years in column 8 were mul- 
tiplied by the dollars in column 7 and 12 to 
obtain, respectively, the dollar years in 
columns 9 and 13. These dollar years in 
total (line 28) divided by the total dollars 
in columns 7 and 12 produced the years 
in columns 10 and 14. It is to be noted 
that this procedure results in a weighted 
age for the property units as distinguished 
from an age for the dollars invested be- 
cause of the prior application of indices 
of construction (or their multipliers) to 
the surviving property dollar amounts in 
column 5. The ages so obtained were trans- 
ferred from work sheets for each property 
account to column D-1, Exhibit #1. 
The company in preparing the data 
used a more accurate method than indi- 
cated in Exhibit #2 in assuming that the 
net surviving property for each year was 
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installed on the average for a period of 
six months. 


HE major remaining procedure need- 

ing explanation deals with the esti- 
mated service lives appearing in column 
D-2, Exhibit #1, assigned to the property 
accounts. 

The factors of depreciation for each ac- 
count and the causes therefor were 
weighted. These factors include climatic, 
soil, atmospheric, and economic condi- 
tions, operating and maintenance policies 
and their implementation by the company. 
The design and technological characteris- 
tics for the various eras and ratio of prop- 
erty therein to the whole were also con- 
sidered as were the relative efficiencies and 
other related economic factors. The ac- 
curacy of these estimates depends upon 
the knowledge and experience of the engi- 
neer, the research expended, and the 
equitable weighting of the factors in- 
volved. 

Some special procedures were used as 
follows: 


(1) Principal sites and large tracts 
of land were appraised. The book values 
of those unappraised were adjusted in 
the same ratio as the appraised bore to 
their original costs. 

Prices of individual tracts and rights 
vary so drastically over the years, 
amongst other reasons because of de- 
terioration or appreciation of location, 
that no reasonable value as of a date 
certain can be placed on any specific 
parcel except by appraisers. 


(2) Some buildings were appraised, 
the balance trended. 


(3) A complementary economic 
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study was made of the thermal electric 
production system to determine its ob- 
solescent value for comparison with the 
depreciated value obtained by the 
“straight-line” method. Only a nominal 
difference in value resulted, which is im- 
portant, as it proves the accuracy of 
the economic factors, including tech- 
nological improvement employed in re- 
solving the estimated life of this im- 
portant account; additionally signifi- 
cant in that it denies that future prop- 
erty values must be prognosticated as 
claimed by some opponents of the re- 
production cost theory. Historical de- 
preciated reproduction cost is the ve- 
hicle herein recommended. 

Stabilization of earnings is indicated 
from employment of economic depre- 
ciation during high and low price levels. 

The obsolescent study compared the 
original cost of the existing plant with 
present cost for a composite modern 
plant. It also compared fuel, operating, 
and maintenance costs, depreciation, in- 
terest, insurance, and tax charges. Ex- 
penses for operations, depreciation, etc., 
for the existing plant amounted, in the 
aggregate, to substantially more than 
for the modern plant. This differential 
was subtracted from the gross income 
available to the modern plant to arrive 
at the economic earnings for the exist- 
ing system and was capitalized to ar- 
rive at the obsolescent value. 


Recommended Procedures 


HE methods described will suffice in 
the main for all utility companies. 


The following alternate procedures are 
recommended under the circumstances 
noted : 

(1) When it is not feasible to appraise 
land parcels, original costs or the cost-of- 
living index may be applied to book values. 
In the Edison Case the appraised values 
were 40 per cent greater on the average 
than the book costs, whereas the cost-of- 
living index would have given a 54 per 
cent increase. 

(2) Whenever construction cost indices 
are used for buildings, care must be exer- 
cised that remodelings and additions are 
adjusted to eliminate above normal costs. 
Conditioning such structures will reflect 
improvements, but no matter when the ad- 
ditions were constructed they will have no 
greater service life than the structures as 
a whole. 

(3) Indices reflecting company experi- 
ence, where available rather than general 
regional costs, could be preferable. 

(4) The application of indices should 
be applied to reduce original costs to a 
common denominator. This procedure will 
facilitate periodical conversion to any cost 
level at any cut-off date desired. 

(5) For telephone companies, the in- 
ventory of the station installation and 
drop and block wire accounts can be ob- 
tained from station development. Unit 
costs will need be applied to these quanti- 
ties. Their age determination requires 
studies of the facts. The station apparatus 
accounts require analysis truly to reflect 
age. History provides much-needed infor- 
mation for calculating the obsolescent fea- 
tures of depreciation for COE. 
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The FPC Gas Freeze Order 


oe observers were some- 
what surprised when the Federal 
Power Commission, by a vote of 3 to 1, 
decided to freeze field prices on natural 
gas production for interstate commerce 
even before the commission had received 
the mandate of the U. S. Supreme Court 
in the Phillips Petroleum Company de- 
cision of June 7th. The commission acted 
on July 16th in the form of an order de- 
scribing regulations to govern an estimated 
4,100 independent producers and gather- 
ers of natural gas which, the commission 
said, “may come within the category” 
found by the court in the Phillips Case to 
be subject to FPC jurisdiction. 

The new rules and regulations apply to 
transactions and operations conducted on 
and after June 7th, the date of the Su- 
preme Court decision. Sales contracts 
which were in effect as of that date are 
to be filed with the FPC by October Ist. 
No increase in these rates can be made un- 
less it is first filed with the FPC, which 
can suspend the proposed higher rates 
pending hearing and decision. In addition, 
the new regulations require the producers 
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Washington and 


the Utilities 


to file applications for certificates author- 
izing the transportation and sale of natural 
gas in interstate commerce. The certificate 
applications also must be filed by Octo- 
ber Ist. 

The commission said the Supreme 
Court decision was, of itself, notice to all 
independent producers of their responsi- 
bilities and duties under the Natural Gas 
Act. However, the FPC said that it recog- 
nizes that there may be areas of uncer- 
tainty and a few situations “where inde- 
pendent producers have, in good faith, 
endeavored to invoke a price increase pro- 
vided in a sales contract executed prior 
to June 7, 1954, or in good faith taken 
other steps since said date without com- 
mission approval . . .” 


HE commission pointed out that any 
action which requires its approval is 

not effective without it. But the FPC 
added that it will do all it can to assist in 
adjusting any such matters, “without un- 
necessary punitive action, to the end that 
all independent producers will receive like 
treatment as of June 7, 1954, henceforth.” 
The new rules specifically provide that 
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any change in a rate schedule must be filed 
with the FPC at least thirty days, but not 
more than sixty days, in advance. How- 
ever, any change occurring between June 
7th and September 15th as the result of 
provisions in a rate schedule which was in 
effect on June 7th may be filed without the 
thirty days’ prior notice. If the FPC sus- 
pends a change in this latter category, the 
suspension period will begin: with the 
designated effective date of the change. 
Producers initiating interstate service sub- 
sequent to June 7th must file their rate 
schedules with the FPC not less than thirty 
nor more than sixty days prior to the date 
of commencement of such operations, the 
rules provide. 

The commission’s order sets forth the 
information and date which the producers 
must submit with each proposed rate 
change. Any proposed rate increase must 
be supported by a statement. The new cer- 
tificate regulations affect every independ- 
ent producer who has engaged in the in- 
terstate transmission or sale of natural gas 
subject to FPC jurisdiction on or since 
June 7th. The rules prevent the producers 
from engaging in new service and from 
abandoning present service without first 
obtaining permission from the FPC. 


HE rules specify the form and con- 
tents of certificate applications, out- 
lining what information and _ exhibits 
should be included. A special abbreviated 
form has been drawn up for those pro- 
ducers whose sales total less than one bil- 
lion cubic feet annually. The commission 
said that, until further order, its account- 
ing requirements will not apply to the in- 
dependent producers. Commissioner Sea- 
born L. Digby dissented from the com- 
mission’s order, and Commissioner Fred- 
erick Stueck was not present and therefore 
did not take part in the action. 
Commissioner Digby expressed the 


opinion that the majority had exceeded its 
rule-making authority. He said that the 
June 7th effective date is in violation of 
the Natural Gas Act, which prohibits the 
fixing of rates retroactively. He also de- 
clared that the producers are being de- 
prived of an opportunity to file as an orig- 
inal rate schedule a sales contract in which 
the price of gas has increased since June 
7th. Original rates cannot be suspended by 
the FPC and the company is entitled un- 
der the law to collect the filed rate pending 
investigation and final commission deter- 
mination, he pointed out. In these and 
other particulars, he asserted, the FPC’s 
order may deprive the producers of their 
rights of due process of law. 

Commissioner Digby said that FPC rec- 
ords show that about 61 companies are re- 
sponsible for approximately 80 per cent of 
all gas being sold in interstate commerce, 
with the remaining 20 per cent sold by the 
small producers. He said that a “more pru- 
dent approach to our regulatory responsi- 
bility” would be to institute separate pro- 
ceedings with respect to the 61 companies, 
with the right of public hearing. While he 
said that he was not suggesting that the 
smaller producers be excused from regu- 
lation, Commissioner Digby declared that 
the rules should be greatly simplified for 
them and that ample time should be given 
for compliance. 


na other things, he also questioned 
the majority’s action in refusing an 
opportunity to the producers to withdraw 
from any transaction which makes them 
subject to FPC regulation, and in requir- 
ing permission for the abandonment of 
facilities which have not been certificated. 

On July 12th President Eisenhower 
requested Congress to appropriate an extra 
$300,000 for the FPC in a supplemental 
appropriation bill to meet the expense of 
the FPC’s expanded duties resulting from 
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the Phillips decision. A last-minute effort 
on the part of Texas and New Mexico to 
have the court stay its mandate was not 
expected to succeed. Although a stay could 
be granted by one Justice during the 
court’s summer recess, such petitions in- 
variably go to a Justice who sided with 
the majority. 


Protest from Texas 


7 Attorney General John Ben 
Shepperd charged that the FPC or- 
der freezing natural gas prices “means fi- 
nancial ruin for a large segment of the 
Texas natural gas industry.” Shepperd 
joined members of the railroad commis- 
sion in denouncing the order freezing field 
prices of natural gas sold in interstate 
commerce at their June 7th level. 

“Hundreds of small one-well producers 
will be so wound up in federal red tape 
and regulations that they must give up 
and go out of business,” Shepperd said. 
The attorney general commented that the 
FPC’s order means “price fixing for the 
out-of-state consumer of Texas’ natural 
resources.” 

Railroad Commission Chairman Ernest 
O. Thompson said the order will work 
“oreatly to the detriment of Texas and 
other states.” Shepperd expressed “‘keen 
disappointment” that the FPC had acted 
before the U. S. Supreme Court heard a 
Texas motion for rehearing in the Phillips 
Petroleum Company Case. 


* 
Preference Clause Loses 


In Test Vote 


HE Holmes Bill (HR 7664) for 
“partnership” (federal-local) con- 
struction of Priest Rapids dam on the Co- 
lumbia river (Washington) is on its way 
to the President’s desk. The bill, passed by 


the Senate last month, permits the Grant 
County Public Utility District to build a 
hydro dam under an FPC license. The pro- 
posed hydro dam’s cost is estimated at 
$360,000,000. 

The Senate, in approving the measure, 
turned down suggested amendments to the 
bill which would require all sales of power 
to be made in accordance with the prefer- 
ence clause of the Flood Control Act of 
1944. The wording of the bill was changed 
to prevent the Bonneville Power Admin- 
istration from becoming the exclusive 
purchaser of surplus power from the 
project. Under the Senate-approved ver- 
sion, either public or private power mar- 
keting agencies will have equal access to 
surplus power. 


f pe Senate vote to reject a preference 
clause for local public agencies (non- 
federal) was not entirely indicative of 
Senate sentiment on the over-all policy of 
requiring a priority in favor of public 
agencies purchasing power from public 
projects. It was pointed out that this bill 
was already in favor of a public agency 
(Grant County PUD) as the licensee op- 
erating the whole project, and that a fur- 
ther preference clause would simply ham- 
string the licensee’s discretion in selling 
power. 

For this reason, five Democrats— 
Byrd (Virginia), Lennon (North Caro- 
lina), McCarran (Nevada), Robertson 
(Virginia), and Stennis (Mississippi)— 
joined forty Republicans in rejecting such 
a secondary preference sought by Senator 
Magnuson (Democrat, Washington). One 
Republican, Langer (North Dakota), and 
Morse (Independent, Oregon) joined 
twenty-seven Democrats in favor. The 
vote thus shapes up largely as a party 
issue. 
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Wire and Wireless I. 


Communication 


NLRB Combletes 
Rules Revision 


HE National Labor Relations Board 

has announced additional rules fur- 
ther curtailing its jurisdiction over dis- 
putes involving defense industries, news- 
papers, radio and television stations, retail 
stores, public utilities, and transit com- 
panies. Several weeks ago the board is- 
sued a list of specifications for certain 
other industries. (See Pusiic UTILITIES 
FORTNIGHTLY, July 22nd issue.) A new 
list, issued July 14th, substantially com- 
pletes the board’s revision of standards for 
who and who cannot use its services. 

The new standards for each industry 
are generally as follows: 

1. National Defense: To come under 
NLRB jurisdiction, a defense industry 
must supply at least $100,000 a year in 
goods or services under government con- 
tracts relating directly to national defense. 
Formerly, the board took jurisdiction in 
the case of any company doing work “af- 
fecting” national defense. 

2. Radio and Television Stations: The 
gross revenue of radio and television sta- 
tions must be at least $200,000 annually 
to come under the board’s jurisdiction. 
Formerly the board handled the cases of 
any stations whose operations affected in- 
terstate commerce. 


3. Public Utility Companies and State 
Public Transit Systems: The board will 
assert jurisdiction if the company does a 
gross business of at least $3,000,000 a 
year. It will take jurisdiction of interstate 
transit systems if their gross revenue 
from interstate operations is at least $100,- 
000 a year. Formerly, the board took all 
utility and transit system cases when their 
operations affected interstate commerce. 


> 


REA Phone Loans Reach 
New High 


HE Rural Electrification Administra- 

tion loaned nearly $75,000,000 in 
fiscal 1954 for improvement and extension 
of rural telephone service. The total of 
$74,712,000 in telephone loan allocations 
during the year ended June 30, 1954, is 
the highest for any year since the REA 
telephone program began in October, 1949. 
It is also nearly double the $41,973,000 
of loan allocations in the previous fiscal 
year. REA has now allocated loan funds 
to a total of 279 borrowers, of which 128 
are commercial-type borrowers and 151 
co-operatives. 

“Naturally, we are pleased at the high 
level of loans handled by the smaller REA 
staff,” REA Administrator Ancher Nelsen 
said in reviewing the year’s record, “but 
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the amount of money which we lend in a 
given period is only part of the picture 
when we look at electric power and tele- 
phone service for America’s farms. Even 
more important to us than the record of 
money lent is the result achieved with the 
loan funds. We are confident that reports 
on borrowers’ construction programs and 
operations, when they arrive, will show 
this fiscal year to be an outstanding year 
oi electric and telephone progress for 
people in rural areas.” 

The backlog of telephone loan applica- 
tions totaled $112,700,000 at the end of 
fiscal 1953. On June 18, 1954, this had 
been reduced to $85,000,000, or more than 
$27,000,000 less than last year. A break- 
down of telephone loans by states shows 
that the bulk of REA loan funds are going 
to those states served by independent com- 
panies. States leading in phone loan al- 
locations are as follows: North Dakota 
($7,312,000) ; Minnesota ($6,829,000) ; 
Alabama ($6,270,000); South Dakota 
($5,547,000); Tennessee ($4,463,000) ; 
Missouri ($3,745,000) ; Illinois ($3,730,- 
000); Texas ($3,646,000) ; South Caro- 
lina ($3,586,000) ; and Kentucky $3,240,- 
000). 

¥ 


Pacific Tel & Tel Wins 


Partial Rate Increase 


HE California Public Utilities Com- 

mission has approved only about one- 
fifth of a rate increase requested by the 
Pacific Telephone & Telegraph Company 
in authorizing higher charges for intra- 
state toll, message unit, and some other 
services intended to enable the company 
to earn $11,100,000 additional gross reve- 
nue annually. The company had sought an 
increase of $53,566,000. Most of the added 
revenue will come from higher intrastate 
toll rates ($4,916,000) and from a raise in 
message unit rates for calls from one ex- 
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change to another exchange within the Los 
Angeles extended area ($4,860,000), a 
total of $9,776,000. Remainder of the in- 
crease will come from reclassification of 
60 exchanges ($380,000) ; higher foreign 
exchange rates ($620,000) ; and increased 
rates for extra or special directory listings 
($324,000). 

The commission found to be reasonable 
a 6.25 per cent rate of return instead of 
the 7.6 per cent rate the company had 
sought. The company’s major contention 
was that rates should be raised consider- 
ably because of inflation and devaluation 
of the dollar. The commission observed 
that “such action would protect only one 
class of security holder, the common stock- 
holder” and “would penalize the ratepayer 
without a concomitant consideration.” The 
commission declared that “The law con- 
templates that people who buy securities 
are charged with the knowledge that cer- 
tain risks will be attached to their owner- 
ship and that one of the risks is the possi- 
bility of the decline in purchasing power 
of the dollar.” 


C was further pointed out by the com- 
mission that “only 18 per cent of the 
plant as it existed at the end of 1952 was 
financed with the preinflationary dollars 
which prevailed prior to 1941,” and that 
the company has been authorized to re- 
cover in depreciation charges the inflated 
dollars it has invested in its business. The 
opinion concluded that the company had 
received adequate consideration from the 
commission in fixing rates under its tra- 
ditional method. “The record shows,” said 
the commission’s opinion, “that applicant 
has been able to finance itself under reason- 
able terms during the inflationary period.” 

One criticism leveled at the company in 
the commission’s decision was sure to pro- 
voke discussion within the telephone in- 
dustry. The opinion noted the change in 
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position of a number of parties from 
protestants to interested parties or to 
neutral parties during the course of public 
hearings. The commission stated: “By 
communication and by comment of counsel 
it was alleged that applicant sent its offi- 
cials out to certain individuals and groups 
for the purpose of discouraging appear- 
ances before the commission, even to the 
point of endeavoring to dissuade them 
from bringing their protests and problems 
to the commission.” 

The company stated its conduct in this 
regard was necessary in order for these 
parties to understand all of the facts re- 
garding its business before taking a posi- 
tion. Although the company claimed a con- 
stitutional right to do so, the commission 
said that “to interfere with a party 
or a witness in a proceeding before this 
commission is no different than such action 
would be before a court. The basic public 
policy underlying the function of this com- 
mission is to provide a place where all pub- 
lic utility customers may come with their 
problems and protests . . . Action which is 
intended to dissuade subscribers from ap- 
pearing at public hearings or filing written 
statements is inconsistent with the policy 
of this commission and, in our opinion, is 
not in the public interest.” 


N reaching its decision, the commission 
also denied PT&T a request for so- 
called equal statewide rates based on sta- 
tion availability, or the number of persons 
who may be called without toll charge. It 
refused to allow for rate-making purposes 
the entire amount of one per cent of total 
operating revenue paid by the company to 
the American Telephone and Telegraph 
Company as a “license fee.” Payment to 
AT&T was based on an allocation of cost 
of services performed, instead of a per- 
centage. The commission also disallowed 
$14,000,000 on purchases from Western 
Electric Company. Said the commission : 
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Our general conclusion with regard 
to the subject of Western Electric Com- 
pany is to reiterate the position adopted 
by this commission in previous decisions 
that an affiliated manufacturing com- 
pany should not be permitted unreason- 
ably to profit at the expense of a public 
utility where the manufacturing com- 
pany is owned and controlled by the 
same interests which own or control the 
public utility. To assure that the utility’s 
ratepayers will not be unduly burdened, 
the manufacturer’s profits, for rate- 
making purposes, should be adjusted to 
be no greater than that allowed the util- 
ity. In our opinion all of the adjustments 
made by the staff are reasonable and 
they are adopted for rate-making pur- 
poses. 


A cutback by the company in its con- 
struction program for 1954 drew criticism 
from the commission. The commission 
acknowledged that following World War 
II PT&T did not have the materials to 
provide the plant margins and take care of 
all possible held orders. But, the commis- 
sion declared, “There is indication in the 
record that the applicant has elected to 
serve first the business that indicated good 
return on the investment and left the less 
economic business to stand unserved. 
Many of the held orders are undoubtedly 
due to large subdivisions being conceived 
and built in a few months whereas it takes 
many months to engineer and construct 
telephone plant and interconnect it with all 
of the existing plant.” The commission 
said it was “not pleased” at the record 
which shows that PT&T has cut its pro- 
posed 1954 gross construction program 
back from $199,157,000 to $161,900,000, 
despite the large backlog of held orders. 
The company explained its action as result- 
ing from an estimated falling off in new 
net demand for main telephone service 
with a leveling of the business cycle. 
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The Continuing Debate over 
Public Power 


iw present administration at Wash- 
ington has shown a definitely con- 
servative trend on the public power ques- 
tion, but it takes time fot this philosophy 
and policy to permeate the various com- 
missions, boards, and authorities, and 
there are still many public power bloc 
proponents in Congress and elsewhere. 
Only recently Gordon Clapp, who had 
continued his zealous advocacy for public 
power at the expense of private industry, 
was eased out of his position as TVA 
chairman when his term expired. How- 
ever, the proposal that TVA should buy 
some future power requirements (for the 
Atomic Energy Commission) from Mid- 
dle South Utilities and The Southern 
Company, instead of building more big 
steam plants of its own, has recently 
stirred up a teapot tempest in Congress. 
TVA is already the biggest integrated 
power system in the world and generates 
about 5 per cent of the total U. S. output. 
It has been anxious to build another huge 
steam unit to supply future AEC needs, 
which would cost $100,000,000, but the 
administration has decided to buy this 
power from private utilities. New Deal 
Congressmen claim this is a “giveaway” 
to private power interests, but the fact is 
that it would add only about one cent a 
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Financial News 
and Comment 


By OWEN ELY 


share to the earnings of Southern Com- 
pany and perhaps three cents to Middle 
South. 

Alabama Power (Southern Company 
subsidiary) has been authorized to build 
five new dams along the Coosa river at a 
cost of $100,000,000. (Presumably, this 
figure includes flood-control and naviga- 
tion contributions by the federal govern- 
ment.) This 360,000-kilowatt project 
might tie in with the plan to sell power 
to TVA, although a $107,000,000 steam 
plant is also planned at West Memphis, 
Arkansas, to be built jointly by Southern 
and Middle South. 


N the Pacific Northwest, private utili- 
ties account for 2,600,000-kilowatt ca- 
pacity, federal agencies (principally Bon- 
neville) 3,000,000 kilowatts, and the 
PUD’s and cities 1,100,000 kilowatts. 
The federal development program will 
continue so far as authorized projects are 
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concerned but local interests, both public 
and private, are now being encouraged 
to tackle some big projects for future de- 
velopment. 

The picture has been somewhat con- 
fused by the differences between Frank 
McLaughlin of Puget Sound Power & 
Light and Kinsey Robinson of Washing- 
ton Water Power, who sought to acquire 
Puget by merger. 


| tered SOUND in co-operation with the 
lighting departments of Seattle and 
Tacoma, and the Snohomish and Chelan 
Public Utility districts, has formed a 
“Puget Sound Utilities Council.” A great 
deal of local support for this project has 
been enlisted. The five utilities are putting 
up $40,000 for an independent survey to 
investigate various potential power sites. 
When this is completed, members will 
have to agree to go ahead on whatever 
project is considered most important, but 
its actual financing and building would be 
handled by the utility serving that area. 
The other four utilities would sign con- 
tracts to buy a certain amount of power 
to be generated at the site, thus guarantee- 
ing a market for the power and aiding the 
financing of the project. 

The Puget Sound Utilities Council 
would thus be at work in the northwestern 
part of the state, which is cut off from the 
eastern part by the Cascade mountains, 
and is north of the Columbia river 

Four private utilities (Washington 
Water Power, Pacific Power & Light, 
Montana Power, and Portland General 
Electric) have set up a joint subsidiary, 
Pacific Northwest Power, to investigate 
several big power sites in other areas and 
plan for their development. The company 
has already filed an application with the 
FPC to develop power sites on the Clear- 
water river in northern Idaho, with an 
estimated capacity of 536,000 kilowatts. 
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Washington Water Power itself is plan- 
ning another big dam (capacity 350,000 
kilowatts) at Noxon Rapids on the Clark 
Fork river, 25 miles above the big Cabinet. 
Gorge hydro project completed sometime 
ago. 


— organization is the Pacific 
Northwest Governors Power Policy 
Committee, which has given the Depart- 
ment of the Interior a report listing 
needed hydro projects, several of which 
would be developed jointly by the federal 
government and local utilities. 

Formerly, the government was the ex- 
clusive builder of big multipurpose dams 
in the Pacific Northwest, including Grand 
Coulee and Bonneville on the main stream 
of the Columbia river. It appears likely 
that Washington will also complete the 
Chief Joseph, McNary, and Dalles dams 
on schedule, with total capacity of some 
2,400,000 kilowatts, which should about 
meet area needs through 1960. It has been 
estimated that planning should begin on 
additional projects of 3-3,500,000 kilo- 
watts for construction during 1960-64 in 
order to meet area needs by the latter date. 
Additional “authorized” projects, on 
which construction has not yet begun and 
for which funds still have to be appro- 
priated, would account for another 2,600,- 
000 kilowatts, the principal dams being 
Priest Rapids, John Day, Libby, etc. 
Hell’s Canyon (see page 155) is another 
important project. 

However, it is said that eastern and 
southern members of Congress are becom- 
ing reluctant to appropriate funds for 
projects on the Columbia river to serve 
industries competing with those in their 
own regions. But if private utilities raise 
some 80 per cent of the total require- 
ments, it is thought that the remaining 20 
per cent (for navigation, irrigation, etc.) 
can be more easily obtained from Con- 
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EXISTING AND UNDEVELOPED HYDROELECTRIC POWER 


January 1, 1953 
By Major Drainages 
Figure 3 (a) 
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Federal Power Commission, “Hydroelectric Power Resources of the U. S.” 


gress. There is some talk of the private 
power group taking over the $320,000,- 
000 John Day project on the Columbia 
river in partnership with the federal gov- 
ernment. (Originally, Portland General 
Electric was supposed to handle the 
project.) 


}: ieee Northwest Power Pool, which 
has been in existence for some years, 
representing both public and private pow- 
er producers, is another factor in develop- 
ment plans. The pool has proved its value 
by “firming” 600,000 kilowatts of power 
which might be lost if individual pro- 
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ducers operated separately. The FPC, the 
Army Corps of Engineers, and the Bureau 
of Reclamation are also tied in with the 
northwestern development program. 
Recently, the administration decided to 
revive the plan for the $263,000,000 
Libby dam in northwestern Montana on 
the Kootenai river, a Canadian-U. S. 
tributary of the Columbia. Since the river 
waters will be backed into Canada by the 
dam, the project must be resubmitted to 
Canada through the International Joint 
Commission. This is considered the largest 
storage project remaining to be built in 
the Pacific Northwest. By providing regu- 
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lated stream flow, it will provide over 
800,000 kilowatts additional power for 
the big federal dams already built on the 
Columbia river. The project would also 
provide flood control. Construction was 
authorized in 1950 by Congress but only 
planning funds have thus far been voted. 

The newly formed Governors Power 
Policy Committee is designed to handle 
four major Northwest problems and to 
speed present projects—the problems are 
appropriations to keep projects on sched- 
ule, new starts, allocation of benefits be- 
tween headwater and downstream states, 
and agreement with British Columbia to 
clear the way for Libby dam. This huge 
dam has been delayed for years because 
Canada and the U. S. could not agree on 
a division of benefits. The governors will 
also ask for added appropriations to 
eliminate indicated one-year slippages in 
completing Chief Joseph and The Dalles 
dams. 


dace FPC has now ended about a 
year’s hearings over the controversial 
Hell’s Canyon project on the Snake river 
at the Idaho-Oregon border. The New 
Deal favored a huge federal project with 
an estimated cost of around $400,000,000, 
but the Interior Department has with- 
drawn from the fight, leaving it to the 
FPC to decide whether Idaho Power 
Company should proceed with its 3-dam 
proposal which, it is estimated, would cost 
far less than the one huge multipurpose 
dam proposed by former Secretaries of 
the Interior Julius Krug and Oscar Chap- 
man. Several public power groups led by 
former New Dealers have continued the 
fight, swelling the hearings’ transcript to 
over 4,000,000 words. While a decision 
by the FPC examiner is expected about 
the first of next year, appeals to the com- 
mission itself, and perhaps later to the 
courts, may delay the outcome. 


Work is progressing on the huge Mis- 
souri valley project, which the Truman 
administration never succeeded in turning 
into an authority. The whole area covers 
ten states and one-sixth of the country, 
but contains only 5 per cent of the popula- 
tion and has been backward industrially. 
The map of the valley is dotted with 137 
proposed dams which would probably take 
another fifty to seventy-five years to com- 
plete. The present program, developed 
under the “Omaha Compromise” of 1944, 
will cost an estimated $1.3 billion com- 
pared with an $11 billion cost estimate for 
the entire valley project. 

Six dams are now being built, with four 
about finished—Fort Randall, Fort Peck, 
Garrison, Canyon Ferry, Gavins Point, 
and Oahe. The first of Fort Randall’s 
eight 40,000-kilowatt generators recently 
came into operation, and through 1956 
some 325,000-kilowatt capacity is ex- 
pected: to become available. Eventually, 
preference customers think they could use 
523,000 kilowatts, and private utilities 
224,000 kilowatts. The Interior Depart- 
ment wants the public agencies to enter 
into 20-year contracts in return for their 
preference rights, but the co-ops do not 
want to look so far ahead. 


| ge utilities in the valley referred to 
the new developments in their annual 
reports. Black Hills Power & Light Com- 
pany reported the first delivery of Mis- 
souri river power into its territory by the 
Bureau of Reclamation; the company 
wanted to “wheel” this power to the 
preference customers, but the bureau de- 
cided to send it over a single circuit line, 
which may not prove dependable. Iowa 
Public Service’s report stated “the devel- 
opment of the Missouri river basin by the 
government, although claimed by zealots 
to be for navigation, flood control, irriga- 
tion, and power purposes, has progressed 
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Electric Gas Telephone Other 
Total Companies Companies Companies Companies 
$1,179,500 $ 810,000 $344,500 $ 25,000 _— 
95,350 45,350 50,000 — _ 
171,950 77,300 55,900 27,450 $11,300 
$1,446,800 $ 932,650 $450,400 $ 52,450 














































































































$ 254,033 $ 229,823 $ 11,010 $ 12,300 $ 900 
5,042 5,042 = a a 
42,950 35,450 a 3,500 4,000 
$ 302,025 $ 270,315 $ 11,010 $ 15,800 $ 4,900 
$ 144,328 $ 78,003 $ 46,663 $ 19,662 _— 
227,718 191,202 15,842 20,674 — 
$ 372,046 $ 269,205 $ 62,505 $ 40,336 oa 
$2,120,871 $1,472,170 $523,915 $108,586 $16,200 
Segregation of Financing—By Purpose 
$ 356,438 $ 301,638 $ 54,000 $ 800 a 
$ 49,509 $ 1,926 $ 39,638 $ 7,945 —_ 
$1,167,159 $ 711,804 $396,400 $ 47,655 $11,300 
220,433 189,523 11,010 15,000 4,900 
327,332 267,279 22,867 37,186 = 
$1,714,924 $1,168,606 $430,277 $ 99,841 $16,200 
$2,120,871 $1,472,170 $523,915 $108,586 $16,200 
Segregation of Financing—By Type 
$1,158,271 $ 917,334 $215,937 $ 25,000 
$ 419,590*  $ 200,492 $186,236 $ 31,962*  $ 900 
$ 110,917 $ 60,917 $ 50,000 — — 
80,349 64,486 1,957 13,906 — 
136,844 116,191 13,885 6,768 _ 
$ 328,110 $ 241,594 $ 65,842 $ 20,674 — 
$ 214,900 $ 112,750 $ 55,900 $ 30,950 $15,300 
$2,120,871 $1,472,170 $523,915 $108,586 $16,200 
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* Includes $1,500,000 preferred stock not underwritten. 
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steadily with great stress on power de- 
velopment.” However, the company is 
trying to buy some of the Missouri power 
and is also negotiating with the govern- 
ment for wheeling of power to preference 
customers. The report of Missouri Public 
Service Company gives an unfavorable 
slant, reproducing a newspaper heading 
“Power hope dim—promise of cheap elec- 
tricity not fulfilled, agency reports reveal 
—drain on the taxpayers.” 


yer Eisenhower’s Cabinet Com- 
mittee on Water Policy has also de- 
cided to press for congressional approval 
of the Upper Colorado river storage proj- 
ect, including the controversial Echo Park 
dam (in the Dinosaur National Monu- 
ment). Bureau of Reclamation engineers 
have been working on this project for 
many years and it is said to surpass TVA, 
Bonneville, etc., in complexity and cost. 
Echo Park and Glen Canyon dams would 
add about 1,000,000-kilowatt capacity, 
irrigate 380,000 acres of land, and cost 
perhaps $1-$2 billion. It’s a long-term 
project with completion scheduled around 
1980. Initial hearings on the program 
were held before a House committee in 
January. It is contended that this “Re- 
publican TVA” would provide for vast 
new farm acreage, and open up new in- 
dustries based on phosphate rock for 
fertilizer and oil shale for fuel. However, 
there has been considerable opposition to 
Echo Park by those who wish to keep the 
Dinosaur area intact for tourists. Ray- 
mond Moley in Newsweek has also been 
critical of the whole project. A report of 
the Array Engineers made in 1951, which 
has just come to light this year, is said to 
be critical regarding the economic justifi- 
cation for the project. 

In the East, public power advocates 
seem to be having their best innings for 
success. The big St. Lawrence power de- 
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velopment, which can now get under way 
after the final approval of the seaway 
program, will be built by the New York 
State Power Authority, headed by Robert 
Moses. This will take six to eight years 
to complete and is expected to produce 
12.6 billion kilowatt-hours annually, half 
going to Canada and half to the United 
States; the U. S. portion will be allocated 
principally to the New England states and 
New York. Canada is short of power 
along the northern shore of Lake Ontario. 
Upper New York and New England are 
not short of power, but will obviously 
benefit by any cheaper power supply. 


HE power development on the Ni- 
agara river—doubtless often con- 
fused with the St. Lawrence project—has 
long been planned by Niagara Mohawk 
Power, which heads a group of New York 
utilities which are ready to finance and 
build the project. But the New York State 
Power Authority thinks it should get this 
job also, and Bob Moses, in his forceful 
way, has had some harsh words to say 
about the private utilities despite the fact 
that Niagara Mohawk has been working 
on the plan for decades. A bill was passed 
by the House last summer favoring the 
private utility group. The Senate has not 
made any definite decision although a 
committee has proposed passing the buck 
to the Federal Power Commission. It 
looks as though the issue might go over to 
1955. The annual reports of Niagara 
Mohawk, New York State Electric & Gas, 
and other members of the group have de- 
voted considerable attention to the project. 
In New England, where the Interior 
Department during the Truman régime 
made a propaganda drive for a program 
of public power development, the fight ap- 
pears to have quieted down. However, a 
curious development is the attempt to 
revive one of the abandoned New Deal 
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projects, the Passamaquoddy bay tidal 
basin near Eastport, Maine—familiarly 
known as ’Quoddy. The Senate has ap- 
parently authorized $3,000,000 for a final 
survey of the feasibility of this 30-year- 
old project. It is to be hoped, in any event, 
that the government will not again waste 
money on housing and other boondoggling 
projects in connection with this develop- 
ment. It has been estimated that, if com- 
pleted, "Quoddy could produce some 3 
billion kilowatt-hours per annum by har- 
nessing the tremendous high tides, in 
similar fashion to a hydro project. But 
economic feasibility is the major problem. 


A (from which the chart on page 154 
was reproduced) indicates that only 
about one-fifth of U. S. hydroelectric 
resources have been developed thus far. 


RECENT FPC document of 168 pages 
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Of about 110,000,000 kilowatts said to be 
available, only about 22,000,000 kilowatts 
have been developed, producing about 113 
billion kilowatt-hours annually. About 44 
per cent of hydro power thus far devel- 
oped is west of the Rocky mountains and 
about 54 per cent of the undeveloped 
potential power is also west of the Con- 
tinental Divide—largely in the Colorado 
river basin. However, the report does not 
mention that hydro power last year could 
be used only about 60 per cent of the time 
on the average because of lack of adequate 
rainfall or water storage facilities in some 
areas. In many cases steam plants must 
be maintained in readiness to supply pow- 
er when hydro facilities fail due to lack 
of rainfall. Modern steam plants, which 
cost less to construct, can be run around 
the clock, with some time out for periodic 
overhauls or emergency breakdowns. 


DATA ON ELECTRIC UTILITY STOCKS 


1953 7/14/54 
Rev. Price Div, 
(Mill.) About Rate 
$223 S American Gas & Elec. ..... 38 §=6$1.64# 
31 O Arizona Public Service ... 20 .90 
8 O Arkansas Mo. Power ..... 22 1.42 
25 S Atlantic City Elec. ........ 34 1.50b 
5 O Bangor Hydro-Elec. ...... 32 1.80 
4 O Black Hills P.& L....... 23 1.28 
82 S Boston Edison ........... 54 2.80 
18 A California Elec. Power .... 12 .60 
14 ©O Calif. Oregon Pr. ........ 28 1.60 
6 O Calif.-Pacific Utilities ..... 27 1.40 
Be = corctna P.& LL. .......... 22 1.00 
21 S Central HudsonG.& E.... 14 70 
5 © Gentral Ti. E. & G. ...... 30 1.60 
29 S Central Ill. Light ........ 44 2.20 
SoS Gentraliil, P:S......5...5. 23 1.20 
9 O Cent. Louisiana Elec. ..... 25 1.20 
27 O Central Maine Power ..... ee 1.20 
96 S Central & South West .... 27 1.16 
9 O Central Vermont P. S..... 16 84 
89 S Cincinnati G. & E. ....... 23 1.00# 
5 O Citizens Utilities .......... 18 48a 
91 S Cleveland Elec. Ilum. .... 62 2.60 
3 O Colorado Cent. Power .... 24 1.20 
32 S Columbus & S. 0. E....... 31 1.60 
329 S Commonwealth Edison .... 42 1.80c 
10 A Community Pub. Service .. 22 1.00# 
1 O Concord Electric ......... 36 2.40 
55 O Connecticut L. & P. ...... 17 .94 
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Cur- Share Earnings* Price- an Moody 
rent “ur. % In- 12 Mos. Earns. Pay- Bond 
Yield Period crease Ended Ratio Out Rating 
4.3% $2.37** D5% May 16.0 69% — 
4.5 1.38 24 May 14.5 65 —_ 
| 158 D112 Mar. 13.9 71 — 
44 1.91 18 May 17.8 79 Aa 
5.6 213 23 Mar. 15.0 85 _ 
5.6 2.06 19 Apr Liz 62 a 
52 2.96 D1 Dec. 18.2 95 Aaa 
5.0 88 7 Mar 13.6 68 A 
5.7 1.97 19 May 14.2 81 A 
52 2.10 5 May 12.8 67 — 
4.5 1.55 7 May 14.2 65 A 
5.0 95 18 Mar 14.7 74 — 
5.3 1.99 D6 Mar 15.0 80 A 
5.0 2.83 D2 May 152 78 Aa 
4 1.48 7 Mar 15.5 81 A 
48 153 3 Mar. 16.3 78 Baa 
55 73 25 May 12.7 70 A 
4.3 1.74 15 Mar. 15.5 67 oo 
53 .96 3 May 16.7 87 A 
44 1.57 10 ~=Mar. 146 64 °&Aaa 
5.7a 1.02 11 Mar. 17.6 47 Ba 
4.2 4.10 15 Mar. 1 63 Aaa 
5.0 1.53 10 Mar. 15.7 78 a 
52 2.10 6 Mar. 14.7 76 A 
4.3 2.28 8 Mar. 18.4 79 Aaa 
4.6 1.56 5 Mar 14.1 64 — 
6.7 2.48 31 Dec. 14.5 97 — 
5.7 1.20 24 May 14.2 78 Aaa 
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Averages 


Foreign Compantestt 

American & Foreign Pr... 104 $. Mar. 
Brazilian Trac. L.& P..... 8 1. ; : Dec. 
British Columbia Pr. ...... 23 iE s i Dec. 
Gatineau Power i; ; : Dec. 
Co Aa a — 
Quebec Power : i P Dec. 
Shawinigan Water & Pr. .. i } : Dec. 
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B—Boston Exchange. A—American Stock Exchange. O—Over-counter or out-of-town exchange. S— 
New York Stock Exchange. D—Decrease. NC—No comparable figures available. *If additional common 
shares have been recently offered, earnings are adjusted to give effect to the offering. Percentage change is 
in the net income available for common stock. Tax savings resulting from accelerated amortization of de- 
fense facilities are excluded (when separately reported). **Based on average number of shares, a—Also 
regular annual 3 per cent stock dividend, which is included in the yield. b—Also 5 per cent stock dividend. 
c—Also 1/25 share of Northern Illinois Gas for each share of Commonwealth Edison. #—Also occasional 
stock dividends. Estimated (rate irregular or includes extras). {{With exception of American & Foreign 
Power, these stocks are listed in Canada, and the Canadian prices are here used. (Curb prices are affected 
by exchange rates, etc.) 


AUGUST 5, 1954 160 





What Others Think 


AEC Contract Stirs Debate on TVA 


— so often Congress is presented 
with an opportunity to debate once 
again the relative merits of the Tennessee 
Valley Authority and the philosophy it 
represents. Such an opportunity arose last 
month when the bill amending the Atomic 
Energy Act of 1946 came up for floor 
action in both chambers of Congress. Pub- 
lic power proponents, all set to oppose 
those features of the bill which would open 
atomic energy development to private 
enterprise, leveled most of their fire at an 
administration-approved contract between 
the Atomic Energy Commission and a 
private utility group which they claimed 
was the opening wedge in an attempt to 
destroy TVA. 

The contract was clearly designed to 
avoid the necessity of appropriating some 
$100,000,000 for TVA construction of a 
steam plant at Fulton, Tennessee, to sup- 
ply 600,000 kilowatts to the AEC’s 
Paducah, Kentucky, plant. Instead, the 
contract would provide for construction 
of a steam plant in West Memphis, 
Arkansas, by a private utility group, 
known as Dixon-Yates, which would sup- 
ply TVA customers in the Memphis area 
with the exact amount of power to be ear- 
marked by TVA for the atomic energy 
plant at Paducah. There was much discus- 
sion in Congress about the legality of such 
a contract and a good deal of criticism of 
some of its unusual tax provisions. But it 


was obvious from the debate that the pub- 
lic power bloc was most disturbed over the 
notion, clearly implied by the contract, that 
there should be a limit to TVA expansion. 


HE most forthright statement on this 

point came from Representative 
Phillips (Republican, California), who 
heads a House Appropriations subcommit- 
tee which handles requests for funds from 
both TVA and AEC. The objections made 
to the contract all had a familiar ring, 
Phillips told the House, bearing a striking 
similarity to “the protests of a calf when 
the time has come for it to be weaned.” 
Naturally the TVA would like to “con- 
tinue its carefree life, without the responsi- 
bilities and worries which face every 
private enterprise . .. which must raise its 
own money, live upon its income, set aside 
its own reserves, pay taxes to federal, state, 
and local governments, plan its own future 
with some thought to its probable income, 
make a profit for those who have been 
optimistic enough to invest in it, and in 
every way conduct itself as a normal busi- 
ness operation. This the TVA has never 
done, and this the TVA, like the familiar 
calf, will not do without echoing the calf’s 
protests.” 

Phillips noted that Congress has ex- 
pressed four times in this session and the 
last its opposition to the idea that TVA 
shall spread westward, or in any other 
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direction, outside of the area designated as 
its limitations in the basic act, and par- 
ticularly that this expansion, not con- 
templated in that act, and perhaps illegal, 
should be by the process of building steam 
plants to produce additional power. “It 
should be obvious that if the TVA has the 
legal right to build a steam plant at Fulton, 
where it proposed to build the plant for the 
additional power the government now 
hopes to get from private enterprise, and 
to carry the current to Memphis, which is 
115 miles west of the Tennessee river, then 
there is no limitation upon its area of con- 
struction nor of service,” Phillips stated. 


VA has no inherent right, as claimed 
by its supporters, to supply all power, 
from the Atlantic seaboard to the Missis- 
sippi, or even in the territory defined in the 
basic act, Phillips declared. What TVA 
does have, he continued, is a monopoly 
created for its own benefit, partly by Con- 
gress and partly because of war demands. 
Referring to the charge that the Dixon- 
Yates proposal constitutes a monopoly, 
Phillips said TVA should be investigated 
on the same grounds. “The TVA is per- 
mitted, under the law, to require contracts 
from its customers that they will not pur- 
chase power from any other power pro- 
ducer,” Phillips noted. “If this is not a 
monopoly, I never saw one, but the con- 
tracts are even more monopolistic than 
that ; they provide that the power may only 
be resold by communities at rates approved 
by the TVA itself. I know of no compa- 
rable situation in the United States.” 
Phillips brushed off as a “fairy tale” the 
often heard argument that TVA repays 
its investment to the federal government. 
“The TVA does not repay its investment, 
and makes no pretense of paying its in- 
vestment,” he stated flatly. The theory 
used by TVA supporters to explain this 
point is that the money advanced by the 
taxpayers of the other states and poured 
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into the Tennessee valley area is used to 
build power plants, transmission lines, 
dams, and other facilities for the produc- 
tion of power, which are said to “belong 
to the government.” The theory ignores 
the fact that power plants wear out or be- 
come obsolete, Phillips said. “In a genera- 
tion moving into atomic power and new 
methods of production and use and dis- 
tribution, I am afraid the government will 
have very little value left in its power 
plants and distribution systems in the 
Tennessee valley after forty or fifty 
years,” Phillips stated. “Even under the 
TVA theory, the power construction, after 
fifty years, will still serve that local area, 
not the taxpayers of other states, to whom 
the TVA says the plants belong.” 


HE California Congressman noted 

that every year TVA comes back to 
Congress for deficit money running as high 
as several hundred million dollars a year. 
For fiscal 1954, Congress appropriated 
$188,546,000; in 1953 the figure was 
$336,027,000. In those two years, said 
Phillips, TVA has paid back, respectively, 
$24,676,977 and $19,229,268. 

Phillips denied that there is any plan 
on foot to destroy TVA. He did say, how- 
ever, that there has been some discussion 
over whether or not TVA should be set 
up as a government corporation, to operate 
on its own money, issue its own bonds if 
necessary, and in every way maintain it- 
self as a private utility would be expected 
to maintain itself. This proposal has never 
formally come before the subcommittee 
Phillips heads, or any other committee. 
But, concluded Phillips, “if the TVA is as 
successful an operation as its friends main- 
tain, then it should have no concern over 
such a proposal. It has a monopoly area. I 
have no reason to doubt that it can operate 
economically and efficiently. Certainly it 
should not expect indefinitely to operate at 
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the expense of the taxpayers of the other 
states.” 

Phillips said the time has come to treat 
the TVA situation in an intelligent and 
reasonable way. He expressed his belief 


that the Dixon-Yates plan will be approved 
by the people of Tennessee if it is properly 
presented to them as a plan not to destroy 
the TVA, but to stop deficit financing and 
the trend toward paternalistic government. 





Notes on Recent Publications 


THE views generally held about the industrial 
revolution and the rise of the factory sys- 
tem in the nineteenth century represent 
a highly distorted account of the social 
consequences of that system. So state the 
distinguished economic historians whose 
papers make up a newly published book, 
Capitalism and the Historians. The book 
opens with an introduction by F. A. 
Hayek, author of The Road to Serfdom, 
which lays the groundwork for the study 
and suggests why historians have been so 
hard on Capitalism and the factory sys- 
tem. Papers by other authors show how 
this distorted picture still prevails, what 
the actual conditions and facts were, why 
the intellectuals have usually been antag- 
onistic to Capitalism, and what effect these 
historical misconceptions have had on the 
world’s attitude toward business enter- 
prise. 

Actual studies of the English factory 
system and the English worker buttress 
the conclusion of the authors—that under 
Capitalism the workers, despite long hours 
and other hardships of factory life, were 
better off financially, had more opportu- 
nities, and led a better life than had been 
the case before the industrial revolution. 
The authors of Capitalism and the His- 
torians believe these facts are now gen- 
erally recognized by competent economic 
historians. They feel it is time they were 
commonly known to the general public, 
whose notion of the effects of the factory 
system is still based upon earlier work 
which has proved to be largely erroneous. 

The distinguished contributors to the 
book include F. A. Hayek, professor of 
social and moral science in the committee 
on social thought at the University of Chi- 
cago; T. S. Ashton, professor of economic 
history in the University of London; 
Louis Hacker, dean of the school of gen- 
eral studies, Columbia University ; W. H. 
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Hutt, professor of commerce in the Uni- 
versity of Capetown; and Bertrand De 
Jouvenel, French publicist and economic 
historian. 

CAPITALISM AND THE HISTORIANS, 
edited by F. A. Hayek. The University of 
Chicago Press, Chicago, Illinois. 1954. 
Price, $3. 


CAN sea water be desalted in quantities suffi- 
cient to meet the mounting needs of large 
modern cities? To meet the requirements 
of large irrigation projects? What would 
it cost? A new book, Fresh Water from 
the Ocean, investigates the prospects for 
salt-water conversion in projected capaci- 
ties of 1,000 million gallons every twenty- 
four hours—approximately the daily con- 
sumption of New York city. Sponsored by 
the Conservation Foundation, the book 
provides a sound basis for weighing the 
practicality of present and proposed con- 
version methods in large-scale operation, 
at a cost that can be met by cities, indus- 
tries, and farming areas in need of water. 

The various conversion methods are 
described and their economic feasibility 
analyzed with respect to plant construc- 
tion, labor cost, maintenance, raw mate- 
rials, and power. Addressed not only to 
scientists but to everyone concerned with 
future water supply, the book is not writ- 
ten in highly technical language. Yet at 
no point is scientific precision sacrificed. 
Cecil B. Ellis, author of the book, has 
taught both at the University of Michigan 
and the College of the City of New York. 
He has also been a research physicist with 
the General Electric Company and the 
Kellex Corporation. At present he is head 
= Walter Kidde Nuclear Laboratories, 
nc. 

FresH WATER FROM THE OCEAN, by 
Cecil B. Ellis. The Ronald Press Com- 
a New York, New York. 1954. Price, 
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Reaction to FPC Order 


sped Homer Ferguson (Republican, 
Michigan), who has been urging the 
Federal Power Commission to freeze 
rates, said he was pleased with its recent 
action temporarily freezing wholesale nat- 
ural gas prices at the June 7th level, the 
date of the Supreme Court’s decision in 
the Phillips Petroleum Company Case. 
The Senator said FPC’s action “will have 
real meaning to Michigan consumers of 
natural gas in preventing rate increases.” 

Senator Johnson (Democrat, Texas) 
called for a delay or change in what he 
said was the FPC’s “hasty and ill-advised” 
order. But Senator Burke (Democrat, 
Ohio) hailed the directive as “a major 
victory for the consumers.” 

The conflicting comments set the tone 
for Capitol Hill reaction on the issue. 
There was a split, with scant regard for 
party lines, between legislators whose 
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The March of 
Events 


states mainly produce natural gas and 
those which consume it. 

Senator Kerr (Democrat, Oklahoma) 
declared the order points up the need of 
“corrective legislation” to remove the in- 
dustry from FPC control, but conceded 
there was little chance such legislation 
could be passed in the waning days of this 
session of Congress. 

Commissioner Seaborn L. Digby 
(Louisiana Democrat) dissented from the 
commission’s order, claiming the FPC had 
“exceeded its rule-making authority.” 

Governor Allan Shivers of Texas de- 
clared that Congress must correct the 
situation that allowed the FPC action. He 
said it was a further attempt by the Su- 
preme Court and the FPC “to invade state 
control.” 

Senator Humphrey (Democrat, Minne- 
sota) said any new bill to remove the fed- 
eral agency’s power to regulate rates will 
be “opposed vigorously.” 


Alabama 


Uniform Rate to Start 


NEw uniform rate schedule will be put 

into effect beginning August 10th 

by Alabama Gas Corporation, in compli- 

ance with an order of the state public serv- 
ice commission. 

Under the present schedules, the firm 


AUGUST 5, 1954 


charges varying rates in different cities. 

The order grew out of a petition to the 
commission by the corporation for an in- 
crease in rates amounting to $882,130 a 
year. The commission turned down this 
request on July Ist. 

Only minor changes in bills rendered 
to local consumers are expected. 
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Illinois 


Increased Rates Granted 
TAuE state commerce commission last 
month granted Illinois Power Com- 
pany a $5,398,000 annual increase in its 
rates for electricity, gas, and steam heat. 
The boost was $1,882,000 less than the 
utility sought. The commission authorized 

the firm to hike its rates immediately. 
Affected were 310,000 electric custom- 
ers in 447 towns, 155,000 gas users in 53 


bg 


towns, and 1,600 steam-heating customers 
in Decatur, Danville, Bloomington, Gales- 
burg, Champaign, and Urbana. 

The commission said its order would 
mean a 50-cent annual increase for the 
average customer who uses gas for cook- 
ing and water heating, and $16 a year more 
for residential space-heating customers. 
The annual gas increase was estimated at 


$647,000. 


Kentucky 


City Drops Protest in Rate 
Controversy 
na to dismiss its suit challenging 
refunds and new rates ordered by the 
state public service commission in the 
Union Light, Heat & Power Company 
rate case was filed in Franklin county cir- 
cuit court last month by the city of New- 
port in a move expected to clear the way 
for settlement of the complicated rate con- 
troversy. 
Under the commission’s order, Union 
will get about $796,000 a year more gross 


North 


Pipeline Construction Planned 


HE Tidewater Gas Company and its 
subsidiary, Fayetteville Gas Com- 
pany, last month filed an application with 
the state utilities commission for authority 


> 


income than it was receiving when the rate 
dispute started in 1952. The utility, how- 
ever, will refund to its gas and electric cus- 
tomers in northern Kentucky about $2,- 
500,000 under the April 22nd order. 

The refund stemmed from a difference 
in rates Union had been charging under 
bond and those authorized by the state 
commission. An additional $250,000 is 
expected to be refunded by the utility as 
a result of a recent Federal Power Com- 
mission ruling. The FPC ordered Union’s 
wholesaler to make rate reductions. 


Carolina 


to pipe natural gas to Fayetteville, Fort 
Bragg, Sanford, Asheboro, and Siler City. 

Tidewater Gas recently took over gas 
systems Carolina Power & Light Company 
acquired when it absorbed the old Tide 
Water Power Company. 


ae 
North Dakota 


Co-operatives’ Complaints 
Dismissed 


Rpeninersine by two rural electric co- 
operatives that private utilities were 
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infringing on their territory were dis- 
missed last month by the state public serv- 

ice commission. 
The complaints had been made by the 
AUGUST 5, 1954 
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Nodak Rural Electric Co-operative, Inc., 
of Grand Forks against Northern States 
Power Company, and the Williams Elec- 
tric Co-operative, Inc., of Williston, 
against Montana-Dakota Utilities. 
Dismissal of the complaints was ordered 


by 2-to-1 decisions of the commission in 
each case. The majority opinions were 
concurred in by Commissioners Elmer 
Cart and E. H. Brant. A dissenting opin- 
ion was entered in both cases by Commis- 
sioner Ernest Nelson. 


Ohio 


Telephone Service Standards 
Drafted 


HE state utilities commission has 

scheduled a public hearing for August 
2nd on its proposed minimum telephone 
service standards which, it says, would af- 
fect all of the 175 telephone companies op- 
erating in the state. 

Although the hearing was called to give 
the companies a chance to suggest re- 
visions or modifications, indications were 
that the proposed standards would be ap- 


> 


proved by the telephone industry. The rec- 
ommendations were drafted after numer- 
ous conferences between industry repre- 
sentatives and commission staff members. 

The proposed standards deal with such 
problems as adequate facilities for both 
local and long-distance service, delayed 
calls, maintenance and repair, improved 
transmission, trouble reports, and service 
interruptions. 

Some of the proposed standards would 
become effective next July Ist, the others 
a year later. 


Pennsylvania 


Rate Hearings Postponed 


HE state public utility commission re- 

cently postponed for two weeks until 
August 16th, 17th, and 18th the opening 
round of hearings in Mercer on an esti- 
mated $1,792,000 annual rate increase 
proposed by the United Natural Gas Com- 
pany of Oil City. 

The hearings had been scheduled at the 
same place July 29th and 30th, but con- 
flicting engagements of attorneys in the 
case compelled the delay, the commission 
said. An extra hearing day was slated to 
help speed the case. 

Originally filed to become effective last 
May 31st, the increase was suspended by 
the commission for six months to next 
November 30th, pending an investigation 
to determine whether it is justified. 
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Gas Rates to Be Cut 


ty consumers in the central Pennsyl- 
vania area will save an estimated 
$204,500 annually through a new rate re- 
duction plan announced recently by the 
Harrisburg division of the United Gas 
Improvement Company. 

Under a new tariff filed with the state 
public utility commission, the reductions 
are to become effective the first full month 
after October 15th. Harrisburg, Lebanon, 
Carlisle, Elizabethtown, and neighboring 
boroughs and townships will participate in 
the cut, it was explained. 

It was emphasized that the lowering of 
the rate was voluntary. 

Only consumers who pay a minimum 
bill, because of low consumption, will not 
share in the reduction. 
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Progress of Regulation 


Service Extension in Franchise Area Need Not 
Produce Immediate Profit 


HE appellate division of the New Jer- 

sey superior court reversed and re- 
manded to the board an order relieving a 
water and sewerage utility from extend- 
ing sewer facilities unless certain condi- 
tions imposed by the utility relating to the 
financing of the extension are met. The 
extension was needed for service to fifty- 
eight low-cost homes recently constructed 
in an area covered by the company’s fran- 
chise. The company was rendering water 
service to these homes. 

The state law requires that an exten- 
sion be made if it is reasonable and prac- 
ticable, the financial condition of the com- 
pany would reasonably warrant the orig- 
inal expenditure, and the installation 
would furnish sufficient business to justify 
its construction and maintenance at the 
company’s expense. The board had found 
that the first two requirements were met 
but that the “sufficient business” require- 
ment was not met. 

The evidence showed an operating loss 
on sewer service for the past two years 
and the estimated annual receipts from the 
fifty-eight home owners were said to be 
inadequate. The court based its decision 
on the fact that the company had the ex- 
clusive franchise for both sewer and water 
facilities and operated the two depart- 


ments with common employees. Apparent- 
ly, the water department produced enough 
income to overcome an operating loss in 
the sewer department. The court said: 


The fact that a utility will not realize 
a profit or an immediate profit through 
a specific addition to or extension of its 
facilities, which serves the public neces- 
sity and convenience, is not dispositive 
of the matter. The criterion is the over- 
all return in an operation such as that of 
respondent. The holder of an exclusive 
franchise to supply important and es- 
sential public needs in a limited area 
cannot pick and choose its customers 
solely from the standpoint of pecuniary 
advantage and ignore those who may be 
said to constitute an integral part of the 
locality served, simply because, consid- 
ered in isolation, their service will not 
produce a profit. 


Sufficient Business 


The company contended that “sufficient 
business” means that new construction 
should show an immediate profit. The 
board seemed to have adopted this view. 
The court said that if the legislature had 
intended profit to be a condition precedent 
to an order for expansion of facilities, the 
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addition or substitution of a few words 
would have produced that result. So it 
might be assumed that the term “sufficient 
business” was deliberately and advisedly 
used in order to avoid making profit the 
criterion. 


Remand to Board 


The issue of the effect of the absorp- 
tion of the cost of the extension upon the 
over-all return was neither explored to any 
extent by the parties nor determined by 
the board. The company president said 
that the result would be to reduce the low 
rate of return the company was experi- 
encing, but the matter was not pursued 
further. Under the circumstances, the 
court said, justification did not exist for a 
direction that the extension should be in- 
stalled in accordance with the application. 
Consequently, there must be a remand of 
the proceeding to the board for hearing 
and determination of this issue. The court 
concluded : 


If, upon such hearing, it appears that 
absorption of the cost of the extension 
by respondent will not reduce the over- 
all earnings below the level of a fair 
and reasonable return, the extension 
should be ordered. If, however, it ap- 
pears that the effect would be to reduce 


& 


the return below the stated level, then 
revision of the rates should be made to 
accommodate the extension, unless such 
revision would force an unreasonable 
burden upon all of the consumers. If 
there is a specific finding of such un- 
reasonable burden, then the board should 
prescribe the reasonable terms upon 
which the making of the extension will 
be ordered. 


Lakewood Township v. Lakewood Water 
Co. 102 A2d 671. 


The court later denied applications for 
reargument, stating that its action in re- 
manding the proceeding to the board, be- 
cause justification did not exist for a di- 
rection that the extension be made accord- 
ing to the township’s application, did not 
constitute an intrusion upon the jurisdic- 
tional field of the board. Lakewood Town- 
ship v. Lakewood Water Co. 103 A2d 387. 

The board later decided that no further 
order was necessary since, following the 
remand, the company had notified the 
board that it had determined not to peti- 
tion the supreme court for review and that 
the company would at its own expense ex- 
tend sewerage facilities. Lakewood Town- 
ship v. Lakewood Water Co. Docket No. 
7351, March 17, 1954. 


Natural Gas Rates Increased to Cover Higher Supply Cost 


_ New Mexico commission author- 
ized a natural gas company to in- 
crease rates to cover the increased cost of 
purchased gas. The old rates would pro- 
duce a loss out of operations in view of 
the increased cost of gas. The higher rates 
were calculated to yield a return of 6.3 
per cent. 

The commission was not unmindful of 
the fact that the company, in seeking a 
rate increase, presented data tied to a 6 
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per cent rate of return, but it concluded 
that a definite hardship would or could 
ensue if it viewed the company’s case for 
revenue needs tied to a 6 per cent rate of 
return. It said: 


It is axiomatic in all cases that the 
ultimate test is the sufficiency of net op- 
erating income, all factors considered, 
and that an indicated rate of return is 
but one of the measuring rods for de- 
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termining the adequacy of net operating 
income. 

In recent cases this commission 
has found that an indicated rate of re- 
turn of 6.3 per cent appeared to be rea- 
sonable and proper in the case of both 
a natural gas utility and an electric 
utility under the circumstances in the re- 
spective cases. The commission is not 
mindful of any extraordinary change in 
our economy to make it believe that a 
lesser rate of return should be indicated 
for this natural gas distributing com- 


= 


pany under all the facts and circum- 
stances of this case. 


Representatives of a municipality 
served by the company indicated to the 
commission a recognition of the legiti- 
macy of the company’s request for a rate 
increase. The commission said that while 
such concurrence in proposed increases 
cannot be the controlling factor in its de- 
terminations, great weight should be given 
to the recommendation. Re Pioneer Nat. 
Gas Co. Case No. 416, June 8, 1954. 


Electric Service Extension to Summer Colony Refused 


i bes Connecticut commission refused 
to require an electric company to ex- 
tend service to a sparsely settled summer 
season island colony. The difficulties sur- 
rounding the extension of service to this 
particular island, the small amount of 
revenue which could be expected, the high 
cost of installation of the special equip- 
ment necessary to reach the island together 
with high maintenance costs would, in the 
commission’s opinion, place an unreason- 
able burden on the balance of the com- 
pany’s customers. 


Extension Statute 


The residents seeking service relied on 
a statute requiring the extension of elec- 
tric service to unserved areas having a 
density of two or more customers per mile 
at a guaranty of not more than $13.50 per 
mile per month. The commission held that 
this statute must be strictly construed since 
it has, in effect, made an exception as a 
matter of public policy permitting utili- 
ties to spread the expenses and revenues 
involved in serving such customers among 
the balance of their systems. 

The commission said that the right 
which all utility customers have to be pro- 


tected against discrimination is both a 
common law and a statutory right. It 
opined that its obligation to avoid dis- 
crimination is at least as great as, or 
greater than, its obligation to order serv- 
ice extensions under that statute. The 
commission concluded that the facts sur- 
rounding this application made it clear 
that an order requiring extension of elec- 
tric service to the island could be made 
only after a liberal interpretation of that 
statute. 

It did not believe that the statute was 
intended to obligate a public utility com- 
pany unconditionally, without exception, 
to take such unusual and costly steps as 
submarine or aerial construction and main- 
tenance to serve an isolated spit of land 
separated from the mainland by water or 
marsh land, and occupied only a few 
months each year as a vacation area, un- 
der the same terms and conditions as serv- 
ice is extended to customers located in 
more ordinary circumstances. All of its 
decisions, the commission said, are based 
on reasonableness and public convenience 
and necessity. 

The commission concluded that the 
“proper interpretation and administration 
of the provisions of the act, as do all other 


AUGUST 5, 1954 





PUBLIC UTILITIES FORTNIGHTLY 


statutes subject to its jurisdiction, require 
the exercise of reason and common sense, 
and prohibit a blind and unreasoning in- 
terpretation which would disregard the 
consequences which would flow there- 
from.” 

The applicants claimed that the stat- 
ute required the company to serve the 
island regardless of the cost because there 
would be more than two customers to the 
mile of line. In rejecting this claim, the 
commission said : 


While a literal and legalistic con- 
struction might agree with applicants’ 
contention, we do not believe any statute 
(particularly a statute which derogates 
from a common law or statutory right) 
should be construed in an intellectual 
vacuum with all common sense pumped 
out of the atmosphere. The letter of the 
law is not, in all cases, a correct guide 
to the true sense of the lawmaker. 
Kelley v. Killourey, 81 Conn 320, at 
321. Neither will an unreasonable re- 


quirement be inferred where none is ex- 
pressed, Tolli v. Connecticut Quarries 
Co. 101 Conn 109, at 117. An interpre- 
tation which leads to an absurdity should 
always be avoided. And absurd it would 
be to hold that there is no room for rea- 
son in determining whether the cus- 
tomers of this company should be called 
upon to support this heavy burden. For, 
if it is right and just under the statute, 
to extend service to Cedar Island, we 
must order similar extensions to any 
other isolated island at similar terms— 
regardless of cost, or distance, or usage, 
provided the density of population re- 
sults in two or more customers per mile 
of extension, and, provided the island 
is within the company’s charter terri- 
tory. We cannot bring ourselves to be- 
lieve that such is the clear meaning of 
this statute. 


Cedar Island Improv. Asso. v. Clinton E. 
L. & Power Co. Docket No. 8925, July 2, 
1954. 


Co-operative’s Customer May Switch to 
Electric Company 


nee receiving electric service 
from a nonprofit co-operative has the 
legal right to demand service from an elec- 
tric company having authority to serve 
the geographical area in which he resides, 
according to the Ohio commission. This 
was decided when an individual, dissatis- 
fied with the service being rendered by an 
electric co-operative, successfully applied 
to the commission for an order- requiring 
an electric company to serve him. 

The statutory definition of a public util- 
ity expressly excludes public utilities not 
operating for profit. The manager of the 
co-operative testified that it was a public 
utility not for profit, that it was incorpo- 
rated under the Non-Profits Act of the 
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state of Ohio, and that it did not have a 
schedule of rates filed with the commis- 
sion. 

In view of this testimony, the com- 
mission concluded that the co-operative 
was not a public utility over which it had 
jurisdiction. It pointed out that its powers 
are conferred by statute, and that it pos- 
sesses no authority other than that ex- 
pressly vested in it. For this reason, it 
could not order the co-operative to render 
electric service or improve service being 
rendered. 

Since the commission could not require 
the co-operative to improve its service to 
the individual, he was placed, as far as the 
commission was concerned, in the same 
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position as any person receiving no elec- 
tric service. It was admitted that the elec- 
tric company served in the geographical 
area in which the applicant’s residence was 


4 


located and that it had tariffs on file with 
the commission. Re Nafe (Underwood 
Corp.) Case No. 23,924, September 28, 
1953. 


Quarterly Meter Reading and Billing Not Discriminatory 


nN electric company proposed changing 
to a quarterly meter reading and bill- 
ing basis for those residential and small 
commercial customers who did not require 
measurement of demand. Complaints were 
lodged with the Pennsylvania commission 
that such a change was discriminatory 
and unreasonable. 

The commission noted that the pro- 
posal had been prompted by order of a 
federal commission requiring the termina- 
tion of a joint meter reading operation 
with a former affiliate. For the company 
to continue the monthly reading and bill- 
ing program on its own would involve a 
substantial increase in annual operating 
expenses. The quarterly basis was designed 
to avoid this increase. 

The commission was of the opinion 
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that the company’s proposal should be al- 
lowed, and that it was not discriminatory 
or unreasonable. If the company was re- 
quired to continue monthly reading and 
billing on its own, the increase in operat- 
ing expenses would contribute to a higher 
level of rates. 

Claims that the quarterly billing im- 
posed a hardship on customers who budg- 
eted expenditures, seemed to the commis- 
sion to be more theoretical than real. 
Even with the change, the commission 
commented, the customers could continue 
to make monthly payments based upon 
average use, which for the majority of 
small residential and commercial services 
remained fairly constant. City of Pitts- 
burgh v. Duquesne Light Co. Complaint 
Docket No. 15899, May 24, 1954. 


Transit Company Granted Rate Increase 


6 fx Pennsylvania commission, in ap- 
proving a transit company’s applica- 
tion for authority to increase rates, con- 
sidered a return of 6.3 per cent reason- 
able. 

This return was based on original 
cost, the lowest of three rate bases sub- 
mitted by the company. 

The commission gave due consideration 
to the company’s estimates of reproduc- 
tion cost, even though the life of the 
company’s property was relatively short 
and subject to rapid obsolescence. 

Wage increases which would become 
operative in three months were included 


in the company’s projected operating ex- 
penses. The commission thought this was 
fair since wages represented approximate- 
ly 65 per cent of the company’s total 
operating expenses. 

With respect to depreciation, the com- 
pany claimed its busses should be given an 
8-year life basis. But the commission 
noted that such a basis would bear little 
relation to the company’s actual replace- 
ment practices. A 10-year life was con- 
sidered more reasonable. Yosko v. Lehigh 
Valley Transit Company et al. Complaint 
Docket Nos. 15745, 15967, 15972, Apri! 
12, 1934. 
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Lawn-sprinkling Dispute Won by Customer but New 
Restrictions Adopted 


—— between a customer and a 
water company involving a lawn- 
sprinkling system was resolved in favor 
of the customer by the New York com- 
mission. The customer desired a 14-inch 
service pipe from the main to the proposed 
sprinkling system. The company believed 
that a one-inch pipe would be sufficient and 
that the larger pipe might result in a waste 
of water. 

The customer’s witnesses testified as to 
the use of electric time clocks to shut off 
the water after a proper period and that a 
given sprinkler head in a properly designed 
system would use the same amount of 
water regardless as to whether a one-inch 
or 14-inch service connection were used. 
Company witnesses described the com- 
pany’s system, the need for conservation 
of water, the effect of unlimited sprinkling 


on the system, and made the following 
suggestions as to restrictions on water 
sprinkling : 


Service size should be restricted to 
one inch except where high ground, 
long length of service, extremely large 
plots, or special conditions make larger 
sizes proper. 

All sprinkler systems should be con- 
trolled with a sealed time-clock set to 
prevent use more often than once in four 
days and to prevent the use of more 
than one-half inch of water per water- 
ing. 

Installation of pressure-reducing 
valves on every large service so as to re- 
strict the pressure available at the 
sprinkler head to approximately 35 
pounds. 

Limit the use of underground auto- 
matic sprinkler systems to the hours be- 
tween twelve midnight and 6 a.M.; 
hand-held hoses to be permitted at any 
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time; the ‘“‘whirligig’” type of portable 
sprinkler to be used only between the 
hours of 10 a.m. and 10 p.Mm., with not 
more than one such sprinkler per house. 


The commission directed the company 
to provide the customer with a 14-inch 
service connection if an automatic clock 
were furnished but agreed with the com- 
pany’s views on the need for sprinkling 
restrictions. The commission summarized 
its findings in these words: 


The most important and the most 
compelling facts developed by the record 
are that the loads imposed by sprinkler 
systems are already heavy, that the 
water demands of sprinkler systems 
have already occasioned plant expansion 
that otherwise would not be necessary, 
that excessive usage of water for lawn 
sprinkling combined with other usage 
has overtaxed the system during peak 
periods, and that there is danger of un- 
due exhaustion of the underground 
water supply. 


Under ideal conditions, the commission 
said, a system with a larger service con- 
nection would use no more water than the 
smaller system, assuming that each is 
turned off promptly when optimum water- 
ing has been accomplished. However, since 
the larger system would use a greater 
amount of water in a given period, the 
danger of waste is greater and strict con- 
trols are called for. 

The restrictions which the commission 
found justified provided for the installa- 
tion of sealed time clocks in systems over 
one inch in diameter designed to prevent 
use more than once in four days and to 
prevent use of more than one-half inch of 
water per watering. The hours of water- 
ing on all systems were limited to the peri- 
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od from 11 P.M. to6 A.M. on not more than 
two nights per week, with a maximum 
water delivery per night of one-half inch 
of water. The company reserved the right 
to establish the nights that individual cus- 
tomers could sprinkle and to require cus- 


€ 


tomers with a one-inch or less system to 
install the sealed clocks if said customers 
did not abide by the restrictions as to fre- 
quency of sprinkling or amount of water 
per period. Re Citizens Water Supply Co. 
Case 16487, May 25, 1954. 


Other Important Rulings 


Revenue Not Sole Factor. The Missouri 
commission, in granting a railroad’s appli- 
cation to abandon an open agency station, 
commented that the amount of revenue 
earned, although material in determining 
the use made of the station facilities, does 
not alone establish the presence or absence 
of a public need for the service. Re Chi- 
cago, M., St. P. & P. R. Co. Case No. 
12,571, May 14, 1954. 


Certificate Not Improper. A certificate 
granted a motor carrier to transport com- 
modities requiring special equipment was 
not improper, held the Utah supreme court, 
merely because the description of the haul- 
ing authority did not give a complete list- 
ing of the commodities but just grouped 
them under a general heading. Ashworth 
Transfer et al. v. Utah Pub. Service Com- 
mission et al. 268 P2d 990. 


Commission Finding Insufficient. A 
finding by the commission that it did “not 
accept” as equitable an agreement between 
carriers relating to the division of joint 
rates, will not sustain an order abrogating 
such agreement, according to the North 
Carolina supreme court, where a statute 
directs the commission to find that the 
agreed basis is unjust, unreasonable, in- 
equitable, or unduly preferential or preju- 
dicial as between the carriers involved 
before substituting its own plan of divi- 
sion. State ex rel. Utilities Commission v. 
Thurston Motor Lines, Inc. 81 SE2d 404. 
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Stock Acquisition Authorized. An elec- 
tric utility was authorized by the Missouri 
commission to acquire the remaining com- 
mon stock of another electric corporation 
upon terms approved by its directors 
where the corporation had already ac- 
quired, with commission approval, the 
majority of the other company’s stock, in 
order to eliminate problems arising from 
the existence of a small minority interest. 
Re Union Electric Co. of Missouri, Case 
No. 12,651, May 19, 1954. 


Railroad Extension Enjoined. A rail- 
road was enjoined by the United States 
district court from building a track in an 
area covered by another railroad where 
the proposed track was not a spur or in- 
dustrial service track, but an extension, 
and the railroad did not have a certificate 
authorizing the building of such exten- 
sion. Chicago, M., St. P & P. R. Co. z. 
Northern P. R. Co. (1954) 120 F Supp 
710. 


Cost Determination Not Required. The 
supreme court of Ohio, in upholding an 
order authorizing railroads to increase 
coal rates, held that where the question be- 
fore the commission concerns a rate on 
only a single commodity and the rates as 
to all other commodities are not in ques- 
tion, and where the commission has to 
decide only whether the single commodity 
rate is reasonable, it has discretion in fix- 
ing such rate to base it upon matters 
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other than the valuation of the property 
of the railroad and the actual cost of op- 
eration. Toledo Edison Co. et al. v. Ohio 
Pub. Utilities Commission (1954) 118 
NE2d 531. 


Dial Telephone Rates. The Wisconsin 
commission did not consider that dial tele- 
phone rates, which would produce a re- 
turn of 5.5 per cent on a net book value 
rate base, were unjust and unreasonable 
so far as subscribers were concerned. Re 
Orfordville Teleph. Co. 2-U-3942, May 
13, 1954. 


Additional Generating Facilities Au- 





thorized. A municipal electric plant should 
be authorized to purchase and install ad- 
ditional generating facilities, held the 
Wisconsin commission, notwithstanding 
that energy can be purchased from other 
utilities for less than the city’s computed 
operating cost, since management is en- 
titled to exercise discretion within a zone 
of reasonableness, and the proposed fa- 
cilities will not impair the efficiency of the 
service, provide facilities unreasonably in 
excess of probable future requirements, or 
add to the cost of service without propor- 
tionately increasing the value or available 
quantity thereof. Re City of Black River 
Falls, CA-3215, June 10, 1954. 
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ARKANSAS SUPREME COURT 


Southwestern Bell Telephone Company 


Geraldine Bateman 


No. 5-346 
— Ark —, 266 SW2d 289 
April 5, 1954 


~~ by telephone company from judgment imposing penal- 


ties for allegedly unfair discrimination; judgment reversed. 


Discrimination, § 241 — Burden of proof — Telephone subscribers. 
1. A telephone subscriber who claims that he has been unfairly discriminated 
against has the burden of proving his charge, p. 4. 

Statutes, § 19 — Interpretation — Penal provision. 


2. A statute which provides that a telephone company pay a penalty of 
$5 for each day that it practices discrimination against persons making 
application for service is highly penal in nature and strict compliance with 
its terms is required, p. 4. 

Discrimination, § 194 — Telephone deposit rule. 
3. No unlawful discrimination exists when a telephone company requests 
an applicant for service to post a $25 deposit to secure payment of bills, 
where the company’s regulation permitted the requiring of such deposit as 
it “deemed necessary” and where many other customers paid deposits of 
the same or larger amounts, p. 4. 

Payment, § 34 — Arrearages of other persons — Denial of service — Deposit. 
4. Telephone service cannot be denied to an applicant for the sole reason 
that her husband owed the telephone company for a phone rental, but this 
fact may be considered by the company in determining the applicant’s credit 
rating in so far as such rating would affect the amount of deposit required, 
p. 5 

(Mittwee and McFaporn, JJ., dissent.) 


> 
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ARKANSAS SUPREME COURT 


APPEARANCES: Blake Downie, Lit- 
tle Rock, for appellant; Coleman & 
Mayes, Paragould, for appellee. 


Hort, J.: This is a suit filed Feb- 
ruary 12, 1951, by appellee, Geraldine 
Bateman, under the provisions of § 
73-1816, Ark Stats 1947, in which she 
seeks by mandamus to “enforce the 
furnishing” of telephone facilities in 
the residence in which she and her 
husband reside. Thereafter, on Sep- 
tember 8, 1951, she filed an amended 
petition, alleging that appellant had 
unfairly discriminated against her and 
prayed for the penalties provided for 
under the above statute. 

Appellant answered, denying all 
material allegations except admissions 
shown in an agreed statement of facts, 
presently set out, and affirmatively 
pleaded the Statute of Limitation. 

The cause was submitted to the trial 
court on an agreed statement of facts, 
a jury having been waived, and judg- 
ment was rendered in favor of appellee 
for $2,935 against appellant as statu- 
tory penalties for 587 days,—the peri- 
od from September 8, 1949, to April 
19, 1951, at $5 per day. 

This appeal followed. 

For reversal, appellant first earnest- 
ly contends that “appellant’s require- 
ment that appellee post a $25 deposit 
before receiving telephone service did 
not constitute discrimination against 
appellee in violation of § 73-1816 of 
the Arkansas Statutes,” in short, that 
appellee has failed, on the undisputed 
facts, to show any right to recover 
under this section, which requires that 
she and all applicants for service “first 
comply or offer to comply with the rea- 
sonable regulations of the company.” 

Since we have concluded that appel- 
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lant is correct in this contention, we 
do not consider other assignments. 

The stipulated facts were: “Defend- 
ant is a corporation doing a general 
telephone business in the city of Para- 
gould, Arkansas, and plaintiff resides 
at 507 South Fourth Street, Para- 
gould, Arkansas. 

“Plaintiff applied for telephone serv- 
ice and an employee of defendant 
(which employee had authority to fix 
the amount of required deposit) origi- 
nally asked a deposit of $5. Upon 
checking the defendant’s records, how- 
ever, and finding the balance owed by 
plaintiff’s husband, which is explained 
hereinafter, a deposit of $25 was asked. 

“Plaintiff thereafter and on Febru- 
ary 8, 1949, demanded by registered 
letter that she be provided with a tele- 
phone at her residence, and offered to 
make a deposit of $5 as security for 
payment of bills, and a copy of this 
letter is attached hereto and made a 
part hereof as Exhibit ‘A.’ Defend- 
ant refused said request unless a cash 
deposit of $25 was made by plaintiff, 
for the reason that plaintiff’s husband, 
with whom she was and still is living, 
was and still is obligated to defendant 
for an unpaid telephone bill that had 
been incurred by him as a co-partner 
in a business enterprise. Plaintiff had 
no legal or financial connection with 
this enterprise, but was married to her 
husband at the time the obligation 
was incurred. Plaintiff continued her 
efforts to secure telephone service, and 
at all times was ready and willing to 
make a $5 deposit. Defendant con- 
tinued to refuse to connect service ex- 
cept upon the making of a cash deposit 
of $25, but offered to consider reduc- 
tion or complete refund of the deposit 
in the event plaintiff’s bills are handled 
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in a satisfactory manner. Plaintiff 
owes defendant no money and is em- 
ployed and pays her own obligations 
from her income. 

“On April 19, 1951, an employee of 
defendant who failed to check the de- 
fendant’s records as to plaintiff’s cred- 
it, accepted a deposit of $10 and con- 
nected residence party-line service for 
plaintiff. This service was changed to 
one-party residence service on Sep- 
tember 25, 1951, at plaintiff’s request 
and no additional deposit was required. 

“Defendant’s General Exchange 
Tariff, Advance Payments and Depos- 
its Section, 4th Revised Sheet 1, had 
been in effect and on file with and ap- 
proved by the Arkansas Public Service 
Commission and its predecessors since 
July 10, 1938, and provides as fol- 
lows: 

“A. If it is deemed necessary by the 
telephone company in safeguarding its 
interests, applicants for service or pres- 
ent customers may be required to make 
a deposit of an amount not to exceed 
two months’ exchange service charges 
plus two months’ estimated toll usage, 
to be applied in payment of any unpaid 
charges for exchange or toll service 
which may be rendered. Simple in- 
terest at the rate of 6 per cent per an- 
num will be paid on such deposit, if 
held thirty days or more. . . . 

“D. Any balance of the amounts de- 
posited, credited to the customer’s ac- 
count is returned to the customer at the 
termination of the contract, or it may 
be returned at any time previous there- 
to at the option of the telephone com- 
pany when it is deemed that the cus- 
tomer has established satisfactory 
credit. 

“Defendant has many subscribers to 
the class of service for which plaintiff 


applied in the city of Paragould and 
elsewhere who have no deposit with 
defendant for the reason that their 
credit is established with defendant. 
Defendant has other customers in the 
city of Paragould and elsewhere who 
have a $5 deposit with defendant. 
Other deposits in the city of Para- 
gould and elsewhere exceed the 
amount of $25, and in some cases run 
into hundreds of dollars as there is no 
arbitrary and fixed limitation as to the 
amount of deposit.” (Here is listed 
the names of some twenty-five sub- 
scribers in Paragould, who have made 
deposits from $10 to $50.) 

“It is further stipulated that the 
telephone bills of subscribers of the 
class in which plaintiff’s phone would 
be are handled and collected by de- 
fendant company in accordance with 
the terms stated in their regular 
monthly statements, a copy of which is 
set out below. (The copy of 
appellant’s bill shows charges for local 
or exchange service are billed in ad- 
vance. ) 

“All other requirements of defend- 
ant company have been met by plain- 
tiff. 

“The foregoing stipulation is ap- 
proved as the bill of exceptions herein, 
this 27 day of July, 1953.” 

Section 73-1816, above, provides: 
“Every telephone company doing busi- 
ness in this state and engaged in a gen- 
eral telephone business shall supply all 
applicants for telephone connection 
and facilities without discrimination 
or partiality, within ten days after 
written demand therefor; provided, 
such applicants comply or offer to com- 
ply with the reasonable regulations of 
the company, and no such company 
shall impose any condition or restric- 
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tion upon any such applicant that are 
[is] not imposed impartially upon all 
persons or companies in like situa- 
tions ; nor shall such company discrim- 
inate against any individual or com- 
pany engaged in lawful business, by 
requiring as condition for furnishing 
such facilities that they shall not be 
used in the business of the applicant, 
or otherwise, under penalty of $100, 
and $5 per day for each day from the 
expiration of such notice until said de- 
mand is complied with or suit is insti- 
tuted for penalty for failure to comply 
with said demand, for such discrimi- 
nation, after compliance or offer to 
comply with the reasonable regula- 
tions of such company and the time to 
furnish the same has elapsed, to be re- 
covered by the applicant whose appli- 
cation is so neglected or refused. Any 
person denied such telephone facilities 
shall also have the right to proceed by 
mandamus or other proper remedy to 
enforce the furnishing of same, 

Weare not without long-established 
rules in considering cases of this na- 
ture. 

[1,2] From the outset, the burden 
was on appellee to show that she had 
been unfairly discriminated against, 
within the meaning of § 73-1816. 
This statute is highly penal and a strict 
compliance with its terms is required. 
“‘Nothing can be taken by intend- 
ment to show compliance with statutes 
of this kind.’” Rousseau v. Ed 
White Junior Shoe Co. (1953) — 
Ark —, 258 SW2d 240, 241. 

[3] Material sections of the above 
statute were construed by this court 
in what may be termed our landmark 
case, Yancey v. Batesville Teleph. Co. 
(1907) 81 Ark 486, 494, 99 SW 679, 
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681, where it was said: “Every com- 
pany is entitled to compensation for 
telephone facilities furnished by it. It 
may require the charges for such serv- 
ices to be paid in advance. 

This power is given for its own pro- 
tection. In the exercise of it, it may 
extend credit for such charges to per- 
sons it may deem deserving. This is 
a reasonable exercise of the power, 
and is essential to its success. No rule 
can be laid down by which the credit 
to which each person is entitled can be 
determined. This is dependent upon 
various circumstances, such as the 
amount of property he may have over 
and above his exemptions and liabili- 
ties, his promptness in paying his 
debts, his being contentious, a wrang- 
ler, a fault-finder, his honesty, integ- 
rity, and other qualities. The credit 
due each individual depends upon 
himself. It cannot be fixed by any 
rule, but must be and is left to the 
company to determine. The statute 
forbidding discriminations does not de- 
ny the right. It does not come within 
the evils the statute was intended to 
suppress. All are required to pay the 
same rates for the same service in 
like situations, but the time when it 
should be paid is within the peculiar 
province of the company to determine. 
This is a right of creditors, and there 
is no reason why it should be denied to 
telephone companies.” 

Bearing in mind the above rules of 
construction, we find no evidence pre- 
sented here that even tends to show 
discrimination against appellee, or that 
the company’s deposit demand of $25 
was unreasonable. It is undisputed 
that many patrons in Paragould are re- 
quired to deposit from $5 to $50 (or 
more, depending on the credit risk in 
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each case). Clearly, under § 73-1816, 
and the tariff provisions, above, appel- 
lant, company, had the right to require 
such a deposit as it “deemed necessary 
in safeguarding its interest,” 
so long as these requirements were 
reasonable and non-discriminatory. 

This credit extended depends on 
each individual. “In its exercise, it 
(the company) may extend credit for 
such charges to persons it may deem 
deserving,” and “no rule can be laid 
down by which the credit to which 
each person is entitled can be deter- 
mined. It cannot be fixed by 
any rule, but must be and is left to 
the company.” 

[4] We find no evidence that a $25 
deposit requirement was unreasonable 
and discriminatory, on the evidence 
presented. We agree that service 
could not be denied appellee for the 
sole reason that her husband owed the 
company for a phone rental, which he 
refused to pay, but this fact may be 
considered by the company in connec- 
tion with other “circumstances” and 
“qualities,” which the company might 
take into account in determining each 
person’s credit rating. 

It is not disputed that appellee and 
her husband were living together in 
the residence in which the telephone 
was installed and both could use it at 
will and tolls could be charged against 
it by either. In fact, appellee, sub- 
scriber, under the “General Exchange 
Tariff Rules and Regulations, 7th 
Div., Revised Sheet 2,” on file with 
our public service commission, was re- 
quired to pay all long-distance mes- 
sages originating from her phone, 
whether O.K.’d by her or not. South- 
western Teleg. & Teleph. Co. v. Sharp 
& White, 118 Ark 541, PURI9I5F, 


418, 177 SW 25, LRAI915E 323. 
We take judicial notice of these rules 
and regulations, State ex rel. Attorney 
General v. State Board of Education 
(1937) 195 Ark 222, 112 SW2d 18; 
Seubold v. Fort Smith Special School 
Dist. (1951) 218 Ark 560, 237 SW2d 
884, and Koonce v. Woods (1947) 
211 Ark 440, 201 SW2d 748. 

There is no evidence that appellee 
had ever had a telephone installed in 
her name before and no evidence that 
the company had ever had an oppor- 
tunity to establish her credit rating. 
Appellee conceded that the company 
had the right to require sufficient de- 
posit to cover two months’ exchange 
service charges, plus two months’ 
estimated tolls. She offered no proof 
that these charges would not be suffi- 
cient to justify a $25 deposit, although 
the burden was on her to make strict 
proof. She was “employed and pays 


her own obligations from her income,” 


but the nature of her work, the kind 
of employment in which she was en- 
gaged, or the extent of her earnings, 
were not disclosed by this record. 

Of significance is the fact that later, 
appellee did make a deposit of $10 and 
was provided with telephone service. 
It would be a fair inference that she 
did not consider a $10 deposit to be 
discriminatory, although it would be 
double the customary $5 deposit. 

We conclude, therefore, as indicat- 
ed, that there is no substantial evi- 
dence in this case to warrant a recov- 
ery on behalf of appellee and accord- 
ingly, the judgment is reversed, and 
since the cause appears to be fully de- 
veloped, it is dismissed. 


McFaddin and Millwee, JJ., dissent. 


(dissenting): In 
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reaching the conclusion that there was 
no evidence which “even tends to 
show” discrimination or unreason- 
ableness in appellant’s demand for a 
$25 deposit of appellee, the majority 
have arbitrarily substituted their own 
findings on a factual issue for those of 
the trial court, sitting as a jury. In 
reaching the opposite conclusion, the 
able trial court rendered an exhaustive 
and learned opinion in which he ex- 
plored every phase of the present con- 
troversy, factual and legal. After citing 
and examining the leading authori- 
ties on the question of whether appel- 
lant’s action was discriminatory under 
our statute, the opinion recites: ‘The 
net result of the defendant’s actions 
under the facts of this case is that it 
has completely departed from its own 
commission approved rule, and on 
the statement of facts as to the plaintiff 
alone, promulgated a new one. To ex- 
press it otherwise, they have said to 
the public generally, ‘If you apply for 
service, we do not have to but may re- 
quire a two months’ deposit on service 
charges and estimated toll usages and 
we will calculate that amount as best 
we can taking into consideration our 
best estimate of what we think your 
long distance calls will amount to in 
two months’ time.’ To this plaintiff 
they have said, in effect, ‘Regardless 
of the amount two months’ service and 
estimated toll usage in your case comes 
to, we are going to require you to de- 
posit $25 because your husband’s com- 
pany owes us an unpaid debt.’ This 
to my mind, in the words of the statute 
(Ark Stat Ann § 73-1816) is a fail- 
ure to ‘supply all applicants for tele- 
phone connection and facilities with- 
out discrimination or partiality,’ and 
a violation of that clause which reads, 
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‘no such company shall impose any 
conditions or restrictions upon any 
applicant that are not imposed impar- 
tially upon all persons in like situa- 
tions.’ The plaintiff is entitled to re- 
cover. 

“Even if the company could be per- 
mitted to ignore the rule which it has 
proclaimed, the common law rule of 
the Yancey Case should not give them 
relief. It was there said, ‘The credit 
due each individual depends upon him- 
self.’ Here, according to the stipula- 
tion of facts, the defendant’s employee 
made a determination of the credit 
allowable to the plaintiff, an employed 
and self-supporting person, and a de- 
posit of $5 required as a result thereof. 
Quoting from the stipulation of facts, 
we find the amount of deposit raised to 
$25 ‘for the reason that plaintiff’s hus- 
band, with whom she was and still is 
living, was and still is obligated to de- 
fendant for an unpaid telephone bill 
that had been incurred by him as a co- 
partner in a business enterprise.’ So, 
in this case, the defendant company 
used a credit criteria not depending 
‘upon herself,’ but rather upon that of 
one (even though it be her husband) 
not a party to the proposed contract. 
The company requires its monthly 
service charge to be paid in advance, 
and if not paid, the telephone can be 
readily and summarily removed. It 
would be strange indeed if the com- 
pany did not also make cumulative rec- 
ords as they occur of charges involved 
in the long-distance calls placed from 
the phones of its subscribers, and if 
that be true, at any time it appeared 
that the user’s credit was being over- 
extended they could require a deposit 
to protect them, or remove the instru- 
ment. This is mentioned merely to 
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indicate that the defendant company 
could have protected itself and was 
being overly concerned (if they were) 
of the plaintiff’s credit standing be- 
cause of her relationship to a past 
debtor. It would obviously be unfair 
that one’s credit standing should be 
determined not from his personal abili- 
ties and record, but solely from the 
credit standing of one’s relations. For 
these reasons, the court in the Yancey 
Case wisely limited the rule there an- 
nounced to a consideration of the in- 
dividual’s personal credit standing. 
“In passing, it may be noted that 
according to the statement of facts 
varying deposits are required of differ- 
ent individuals in the area concerned. 
However, this does not enlighten the 
situation, for, in so far as the record 
is concerned, these may well have been 
determined within the confines and 
limitations of the company’s rules 
hereinbefore set out. So far as this 


record is concerned, the plaintiff is the 
only applicant for service (or custom- 
er) whose amount of deposit has been 
determined, not by her own credit rat- 
ing, but by that of a noncontracting 
party. 

“The plaintiff is therefore entitled to 
recover from the defendant the statu- 
tory penalty of $5 per day to be reck- 
oned as set out in this opinion previ- 
ously.” 

When the trial court’s findings are 
considered along with the stipulation 
of facts, it should be apparent to any- 
one that they are based on substantial 
evidence. In my humble judgment, 
they constitute a complete and irrefu- 
table answer to the unsupported action 
of the majority in substituting their 
own views for those of the trial court. 

The judgment should be affirmed, 
and I respectfully dissent. 


McFaddin, J., joins in this dissent. 
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PPEAL from commission order dismissing electric company’s 
A request for authority to add surcharge to rate schedule; 
affirmed. For commission decision, see (1953) 1 PUR3d 54. 


Return, § 43 — Surcharge to recoup past deficits. 
1. A company which has failed to secure sufficient earnings in past years 
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to keep its investment unimpaired and pay a fair return cannot erect out 
of past deficits a legal basis for imposing a surcharge on its current rate 
to recoup the deficits, regardless of the reason for the occurrence of the 


deficits in the first instance, p. 10. 


Rates, § 81 — Powers of board — Surcharge on rate schedules — Past losses. 
2. Sections of a state statute dealing with the power of the board of public 
utility commissioners to discontinue a surcharge and to request repayment 
of any excess surcharge do not give the board power to permit a utility 
to add a surcharge to rate schedules for the purpose of permitting recoup- 


ment of past losses, p. 16. 


APPEARANCES: Joseph F. Auten- 
rieth, Newark, for appellant (Auten- 
rieth & Rochester, Newark, attor- 
neys); Joseph Harrison, Patterson, 
for respondent (Wesley L. Lance, 
Glen Gardner, co-rate counsel, Joseph 
M. Jacobs, Newark, on the brief, 
Theodore D. Parsons, Attorney Gen- 
eral) ; Ryman Herr, Flemington, for 
intervenors, Riegel Paper Corp. and 
Sanco Piece Dye Works, Inc. (Herr 
& Fisher, Flemington, attorneys). 


The opinion of the court was deliv- 
ered by 


VANDERBILT, CJ.: This appeal by 
the New Jersey Power & Light Com- 
pany from a decision of the board of 
public utility commissioners [1 PUR 
3d 54] dismissing it application for a 
surcharge of 5 per cent on its newly 
established rates comes before us on 
the company’s petition for certification 
granted by us (1953) 14 NJ 15, 101 
A2d 117. 


I. The Facts 


In October, 1952, the company ap- 
plied to the board for a revision of its 
rates so that it could obtain additional 
revenue of $1,400,000 annually. Ina 
decision handed down in May, 1953 
[1 PUR3d 191] the board granted 
rate increases that would allow the 
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company additional revenue of $991,- 
141 a year, based on a return of 5.85 
per cent. No appeal was taken from 
this decision. 

On June 3, 1953, two days after the 
new schedule of rates went into opera- 
tion, the company filed with the board 
a notice that effective July 15, 1953, it 
would increase its rates by the addition 
of a surcharge of 5 per cent to the new 
rates, effective for two years to permit 
the company to recoup a deficiency of 
$1,238,000 in gross revenue that had 
resulted under the order of the board 
denying the application of the company 
for increased rates. The purpose of 
this surcharge was to restore to the 
company an alleged deficiency in net 
income of $578,000 in 1951, 1952, and 
the first five months of 1953 under the 
board’s order in the application of 
1950 and thus to permit the company 
to obtain the minimum return contem- 
plated by the earlier order of the board. 


In the proceedings commenced in 
1950 the board found the company’s 
rate of return for the year 1950 after 
adjustments in revenues and expenses 
to be 6.52 per cent on a net original 
cost rate base (91 PUR NS 331, 
340). This return the board found 
not unreasonable, stating: “Actual 
operating results thus far available for 
1951 do not support the company’s 





N. J. POWER & L. CO. v. STATE DEPT. PUB. UTIL. 


claim that 1951 earnings will be lower 
than experienced in 1950. If anything, 
there are significant indications that 
the reverse may be true.” (91 PUR 
NS 331, 341). The actual return de- 
termined on the basis of the same ad- 
justments to earnings as those made by 
the board in the 1950 case and on a 
rate base determined in the same man- 
ner as that found by the board in that 
case, earned by the company in 1951 
was 5.19 per cent, in 1952 was 4.65 
per cent and, for the five months end- 
ing May 31, 1953, was 1.99 per cent, 
which is equivalent to 4.78 per cent on 
an annual basis. 

The company’s calculations of the 
deficiencies in returns which the com- 
pany suffered as a direct result of the 
board’s action in the 1950 rate case 
were submitted on different bases: 

First, the deficiencies suffered dur- 
ing 1951, 1952, and the first five 
months of 1953 were calculated by 
taking the amount by which the gross 
revenue was less than the anticipated 
gross revenue applying the lower range 
of reasonable return found by the 
board in the 1950 proceedings, i.e., 
5.53 per cent on the net original cost 
rate base. On this basis, the defi- 
ciencies in returns aggregated $589,- 
000. Because of income taxes and 
gross receipt taxes, it would require 
$1,261,700 in gross revenues to re- 
coup these deficiencies ; 

Second, the deficiencies suffered by 
the company were calculated by limit- 
ing them to 1952 and the first five 
months of 1953 and utilizing the 
amount below the allowable rate of 
return of 5.85 per cent on the net origi- 
nal cost rate base found by the board 
on May 13, 1953, in the company’s 
1952 rate proceeding as a result of 


which, as hereinbefore stated, the com- 
pany was permitted to put increased 
rates into effect on June 1, 1953. In 
the 1952 proceedings the board ex- 
pressly admitted the existence of a de- 
ficiency in returns in 1952 of $463,- 
150 below the allowed 5.85 per cent 
rate of return and conceded the exist- 
ence of a deficiency in returns for the 
first five months of 1953 of $185,000 
when calculated on the same basis. 
Thus the total deficiencies for 1952 
and the first five months of 1953 ag- 
gregated $647,000 and the gross reve- 
nues required to make good such defi- 
ciencies amounted to $1,384,600; 

Third, calculations of deficiencies in 
returns based upon the upper range of 
reasonableness of rate return found by 
the board in the 1950 proceeding, i.e., 
6.52 per cent, were also submitted. 
The deficits under this calculation were 
still greater both as to deficits in re- 
turns and required gross revenue to 
recoup the deficiency in such returns. 

The amount of deficiencies in re- 
turns which the company sought to re- 
cover in this proceeding was slightly 
below the lowest of the three amounts 
so calculated, i.e., $587,000, and it is 
this amount which is the subject of ap- 
peal. 

The decision of the board in the 
1950 rate case stated that rates of re- 
turn from 5.53 per cent to 6.52 per 
cent lie within the range of reasonable- 
ness (91 PUR NS 331, 365). The 
company’s proofs in this proceeding 
established deficiencies in returns for 
the years 1951, 1952, and five months 
ending May 31, 1953, below the lower 
range of rate of return above stated. 
The company’s proposed recoupment 
of deficiencies in returns through a 5 
per cent surcharge was estimated to be 
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realized over a period of about two 
years in which event the surcharge of 
5 per cent would be terminated. The 
board in the 1952 rate case found that 
the company was entitled to a rate of 
return of 5.85 per cent on a net origi- 
nal cost rate based on operations for 
the year 1952; that this rate of return 
had not been earned by the company in 
the year 1952 and that it had suffered 
a deficiency in return of $463,150 for 
that year, the equivalent of $991,141 
deficiency in gross revenue. 

At the conclusion of the company’s 
case the state and two large consumers, 
the Riegel Paper Corporation and the 
Sanco Piece Dye Works, Inc., which 
had been permitted to intervene, 
moved for the dismissal of the petition 
for the surcharge “upon the ground 
that the proposed surcharge is based 
upon erroneous premises of fact and 
law, and upon unwarranted assump- 
tions made in the statements, testi- 
mony, and exhibits presented by New 
Jersey Power & Light Company.” 
They argued that the company erred in 
its contention that in the 1950 proceed- 
ing [82 PUR NS 554] the board had 
actually set a minimum return of 5.53 
per cent and also that the board lacked 
the power to permit such a surcharge. 
The board granted the motion and 
from this decision the company ap- 
peals. 


II. The Doctrine of the Hackensack 
Water Company Case 


[1] The company rests its case pri- 
marily on Hackensack Water Co. v. 
Public Utility Comrs. (1922) 98 NJL 
41, 119 Atl 84; (1924) 100 NJL 177, 
124 Atl 925. The case, which was 
decided by a single justice in the for- 
mer supreme court and affirmed in the 
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court of errors and appeals on the 
opinion below, held that a public utility 
is entitled to recoup deficits in opera- 
tions by temporary surcharges added 
to its regular rates. In that case the 
board had relied on Galveston Elec- 
tric Co. v. City of Galveston, 258 US 
388, PUR1922D 159, 66 L ed 678, 
42 S Ct 351, in denying such sur- 
charges to the company, but the court, 
though likewise relying on that case, 
gave it an interpretation diametrically 
opposed to that of the board. The 
Galveston Case, decided seven months 
before the Hackensack Case, was the 
first expression of the United States 
Supreme Court on the question of 
whether or not it was confiscatory 
under the Fourteenth Amendment not 
to allow a public utility to recoup defi- 
cits in operations by surcharges. That 
court answered the question squarely 
in the negative in an opinion by Mr. 
Justice Brandeis, holding that public 
utilities were not entitled to a guaran- 
tee on their investment: 

“If net deficits so estimated were 
made a factor in the rate base, recog- 
nition of 8 per cent as a fair return on 
the continuing investment would im- 
ply substantially a guarantee by the 
community that the investor will net 
on his investment ultimately a return 
of 8 per cent yearly, with interest com- 
pounded on deferred payments; pro- 
vided only that the traffic will, in 
course of time, bear a rate high enough 
to produce that amount.” 258 US 388, 
at 394, PUR1922D 159, at 165, 66 L 
ed 678, at 682, 42 S Ct 351, at 354. 

This was the view of the case adopt- 
ed by the board but our former su- 
preme court, reasoning from certain 
language used by Mr. Justice Brandeis 
in his opinion, sought to confine its 





N. J. POWER & L. CO. v. STATE DEPT. PUB. UTIL. 


operation to those instances where the 
deficits were produced by the acts or 
failures of the public utility and not to 
apply it to cases where the deficits were 
caused by the rulings of state regula- 
tory bodies: 

“The board [of public utility com- 
missioners] relies upon the recent deci- 
sion of the United States Supreme 
Court in Galveston Electric Co. v. 
[City of] Galveston [258 US 388, 
PUR1922D 159, 165, 66 L ed 678, 42 
S Ct 351], but this view of the effect 
of that decision seems erroneous. Mr. 
Justice Brandeis says: ‘A company 
which has failed to secure from year 
to year sufficient earnings to keep the 
investment unimpaired and to pay a 
fair return, whether its failure was the 
result of imprudence in engaging in the 
enterprise, or of errors in manage- 
ment, or of omission to exact proper 
prices for its output, cannot erect out 
of past deficits a legal basis for holding 
confiscatory for the future rates which 
would, on the basis of present repro- 
duction value, otherwise be compensa- 
tory.’ 

“Tt might well be held that the 
court, in naming these three species of 
deficits (imprudence in engaging in 
the enterprise, errors in management, 
and omission to exact proper prices), 
meant to make an enumeration of the 
cases to which the opinion applies, 
none of which is the present case, but 
it is unnecessary to go as far as that, 
and it may be conceded that the list is 
not a complete enumeration, and that 
other causes may occur which may 
stand on the same legal footing. Be 
that as it may, the reasoning of the 
opinion applies only to deficits due to 
the conduct of the public utility itself, 
and does not justify the refusal to in- 
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clude deficits that are due to the acts 
of the public authorities alone.” 98 
NJL 41, supra, at 43, 44, 119 Atl 84, 
at 85. 

Georgia R. & Power Co. v. Georgia 
R. Commission (DC Ga) PUR1922C 
744, 278 Fed 242, decided a few 
months before the Hackensack Case, 
had been cited to the court in the argu- 
ment of the Hackensack Case but the 
court rejected its holding which was as 
follows : 

“The claim that the failure to earn 
a reasonable return, if established, 
should now be either allowed as capi- 
tal investment or amortized under this 
or future rates we cannot allow. To 
concede this as a right would be to 
guarantee income, and would raise a 
correlative duty to account for earn- 
ings beyond what were reasonable in 
the past. No limit could be placed to 
the period of the inquiry, nor could 
justice really be done by it to the in- 
dividual stockholders or consumers 
actually concerned, for these are con- 
stantly changing. A rate established 
as reasonable, whether by the com- 
pany or by the commission, 1s not 
guaranteed by the commission or the 
public. Whether it will actually yield 
more or less than a fair return during 
its continuance is a risk of the busi- 
ness. We do not deny that it is with- 
in the discretion of the commission to 
consider the experience of the imme- 
diate past in fixing a just rate for the 
future, but we hold that no legal right 
exists to have disappointments or sur- 
prises in results balanced.” (Italics 
supplied.) (PUR1922C at 751, 278 
Fed at 247.) 

The decision of the district court, 
supra, was affirmed on appeal to the 
United States Supreme Court, 262 US 
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625, PUR1923D 1, 67 L ed 1144, 43 
S Ct 680, the court in an opinion again 
by Mr. Justice Brandeis holding: 

“That past losses are not to be capi- 
talized as property on which the fair 
return is based was held in [City of] 
Knoxville v. Knoxville Water Co. 
(1909) 212 US 1, 14, 53 Led 371, 29 
S Ct 148; Galveston Electric Co. v. 
[City of] Galveston, supra. Here this 
conclusion seems ever clearer than it 
was in those cases. The losses under 
consideration in the case at bar were 
obviously not a part of development 
cost. They were due to insufficiency 
of previous rates.” (262 US 625, at 
632, PUR1923D 1, at 5, 67 L ed 1144, 
at 1148, 43 S Ct 680, at 682.) 

The sole dissent from this opinion 
was by Mr. Justice McKenna, who 
took exception to the italicized words 
quoted from the district court’s opin- 
ion, supra, apparently on the ground 
that it ran counter to the federal Con- 
stitution. His dissent gives added 
weight to the scope of the decision of 
the court. This pronouncement came 
after the decision of our former su- 
preme court in the Hackensack Case 
but before the decision in the court of 
errors and appeals, where the Georgia 
Railway Case in the United States 
Supreme Court was cited to the court 
but was not followed by it. 


In Bluefield Water Works & Im- 
prove. Co. v. West Virginia Pub. 
Service Commission, 262 US 679, 
PUR1923D 11, 67 L ed 1176, 43 S 
Ct 675, decided on the same day as 
the Georgia Railway Case, supra, the 
United States Supreme Court, speak- 
ing through Mr. Justice Butler, recog- 
nized that: 

“. . . the company may not 1n- 
sist as a matter of constitutional right 


that past losses be made up by rates to 
be applied in the present and future 
— » «is G2 US G79, at CM, 
PUR1923D 11, at 22, 67 L ed 1176, 
at 1183, 43 S Ct 675.) 

To the same effect is the same jus- 
tice’s observation in Public Utility 
Comrs. v. New York Teleph. Co. 271 
US 23, at 31, PUR1926C 740, at 745, 
70 L ed 808, at 812, 46 S Ct 363, at 
366. 

“If there is no return, or if the 
amount is less than a reasonable re- 
turn, the company must bear the loss. 
Past losses cannot be used to enhance 
the value of the property or to support 
a claim that rates for the future are 
confiscatory.” 

The rule became so well established 
as to be stated summarily in Wiscon- 
sin Teleph. Co. v. Wisconsin Pub. 
Service Commission (1939) 232 Wis 
274, 30 PUR NS 65, 287 NW 122 
(certiorari denied (1940) 309 US 
657, 84 L ed 1006, 60 S Ct 514): 

“As already pointed out, the cases 
hold that in establishing a rate for the 
future and in the absence of statutory 
authorization therefor, the commis- 
sion may not amortize a loss or make 
a rate sufficiently low to recapture the 
excesses.” (30 PUR NS 65, at 85, 
287 NW 122, at 137.) 

That the federal rule works both 
ways was demonstrated in Los Ange- 
les Gas & E. Corp. v. California R. 
Commission, 289 US 287, at 313, 
PURI1933C 229; at 246, 77 L ed 
1180, at 1197, 53 S Ct 637, at 647, 
where Mr. Chief Justice Hughes, in 
speaking for the court, said: 

“Deficits in the past do not afford a 
legal basis for invalidating rates, other- 
wise compensatory, any more than 
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past profits can be used to sustain 
confiscatory rates for the future.” 

Thus it is clear that while there was 
some justification in state decisions 
for the holding in the Hackensack 
Case when it was first handed down in 
our former supreme court, the trend 
of the decisions has been in the oppo- 
site direction not only in the federal 
courts but also in the state courts and 
before state commissions. Western 
Oklahoma Gas & Fuel Co. v. State 
(1925) 113 Okl 126, PUR1926B 
505, 239 Pac 588, 591; Re Great 
Northern Utilities Co. (Mont 1938) 
26 PUR NS 393, 397; Re New York 
Teleph. Co. (NY 1950) 84 PUR NS 
267, 295; Re Carolina Mountain 
Teleph. Co. (NC 1951) 89 PUR NS 
13, 19; Re Southwestern Bell Teleph. 
Co. (Mo 1952) 92 PUR NS 481, 502. 
The rationale of these decisions is well 
summarized in Hope Nat. Gas Co. v. 
Federal Power Commission (CA4th 
1952) 94 PUR NS 375, 382, 196 F2d 
803, 808, where Chief Judge Parker 
said: 

“With changes in economic condi- 
tions rates must be changed from time 
to time, and the lag which necessarily 
accompanies the making of changes 
may result to the benefit of the utility 
as well as to its detriment. . 

“It is true, of course, that a utility 
is entitled to rates that are just and 
reasonable; but this is not to say that 
rates must fluctuate automatically with 
every change in economic conditions 
or that a reasonable time may not be 
allowed for determining the reason- 
ableness of a proposed increase in rates 
before it is allowed to go into effect. 
Any loss sustained by a maintenance of 
the status quo while such determina- 
tion is being made is properly consid- 


ered, not as a violation of constitu- 
tional right, but as a necessary incident 
of rate regulation so long as the period 
of suspension does not ‘overpass the 
bounds of reason.’ See American 
Teleph. & Teleg. Co. v. United States 
(1936) 299 US 232, 247, 16 PUR 
NS 225, 81 L ed 142, 57 S Ct 170, 
177; Federal Power Commission v. 
East Ohio Gas Co. (1950) 338 US 
464, 475, 82 PUR NS 1, 94 L ed 
268, 70 S Ct 266.” 

Not only has the decision in the 
Hackensack Case been rendered in- 
effectual by the course of federal deci- 
sions, but the decision has been ig- 
nored by the board for over a quarter 
of a century in complying with its 
statutory duty to “fix just and reason- 
able . rates.” RS 48:2-21, 
NJSA. It will serve no good purpose 
to review those decisions of the board 
seriatim; suffice it to say that in the 
instances where the orders of the board 
were taken to court the question of the 
right to surcharge was not raised and 
the Hackensack Case was never cited. 
Plainfield Union Water Co. v. Public 
Utility Comrs. 6 NJ Mis R 267, PUR 
1928C 657, 140 Atl 785; Middlesex 
Water Co. v. Public Utility Comrs. 6 
NJ Mis R 107, PUR1928C 589, 140 
Atl 256; Plainfield Union Water Co. 
v. Public Utility Comrs. (1936) 117 
NJL 18, 15 PUR NS 410, 186 Atl 
692 ; New Jersey Suburban Water Co. 
v. Public Utility Comrs. (1939) 122 
NJL 54, 28 PUR NS 57, 4 A2d 47, 
affirmed (1939) 123 NJL 303, 306, 
31 PUR NS 219, 8 A2d 350. On the 
contrary in Acquackanonk Water Co. 
v. Public Utility Comrs. (1923) 1 NJ 
Mis R 575, 579, 125 Atl 33, affirmed 
without opinion, 100 NJL 169, PUR 
1924E 436, 440, 125 Atl 33, 35, 
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though the Hackensack Case was not 
mentioned, the decision was opposed 
to the doctrine of that case: 

“The next point is that the board 
was in error in not taking into account 
the deficiency in earnings caused by 
the action of the board in preventing 
the companies from obtaining adequate 
rates during the litigation through its 
order suspending the posted rates. But 
the companies were collecting all the 
rates they were entitled by law to col- 
lect, and the board would not have 
been justified in undertaking to make 
up any such deficiencies.” 

Looking backward in the light of 
subsequent decisions, it is not difficult 
to perceive the inherent contradictions 
in the Hackensack decision. Thus the 
opinion concedes: 

“It is to be sure not for the public 
utility board to guarantee a rate to the 
public utility company, and I agree 
that it would be improper to allow the 
public utility company to capitalize its 
losses To allow all deficits 
to be capitalized and added to the base 
value would be unjust to future con- 
sumers, who would be burdened per- 
petually To make up the 
loss of the company by increase in the 
rate for a single year would impose an 
undue burden on present consumers.” 
98 NJL 41, supra, at p. 44, 119 Atl 
84, at 85. 

These views, while consistent with 
the prevailing rule in the federal cases 
hereinbefore cited, are obviously at 
variance with the conclusions of the 
decision itself. Thus: “. . . there is 
nothing unfair in holding the public 
to a guarantee that the rate fixed shall 
come within the authority given by 
the statute and be just and reasonable. 
...” (98 NJL at 44, 119 A at 86), 
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ignoring the fact that the board can- 
not make a guarantee of return to a 
public utility. Again the board’s duty 
under the statute is to fix “just and 
reasonable . rates,” RS 48:2- 
21, NJSA, but the opinion holds: 

“The usual method of correcting the 
error, after the loss is ascertained, is by 
amortization, by allowing an addi- 
tional charge that is a higher rate, for 
such length of time as will suffice to 
wipe out the deficit.” (98 NJL at 44, 
119 Atl at 86.) 

To do this would be adding a fur- 
ther charge to rates that are already 
just and reasonable, which is beyond 
the board’s powers. Finally the opin- 
ion states: 

“The consumer will then pay the 
cost of the experiment, but it will be 
so distributed that it may be paid dur- 
ing what may be called the life of the 
experiment.” (98 NJL at 45, 119 Atl 
at 86. ) 

Obviously this is not so, because the 
surcharge is not imposed until “the 
experiment is at an end” and the im- 
position of a surcharge is therefore in- 
consistent with its being paid for “dur- 
ing the life of the experiment.”” Nor is 
it at all clear if a public utility may not 
capitalize its losses, or impose them 
on it present customers for a single 
year, as the opinion concedes it cannot, 
why it should be permitted to allocate 
such surcharges, admittedly imposed 
above just and reasonable rates, on its 
present and future customers for a 
period of years. 

The fundamental defect of the 
Hackensack opinion in its practical 
operation is that it requires the board 
to look both forward and backward in 
rate making when the orderly proc- 
esses of rate making are necessarily 
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present and prospective if rate making 
is to be effective. The decision would 
authorize just and reasonable rates for 
the present and future and then add 
thereto surcharges for the past errors 
of “a rate-making experiment.” This 
point of view is inconsistent with the 
businesslike processes of rate making 
that have received the approval of this 
court: 

“Where, by reason of circumstances 
beyond the control of the utility and 
unforeseeable at the time of the rate 
order, it becomes apparent that the 
existing rates are insufficient to pro- 
vide a fair rate of return, and rates 
reasonable both to the public utility 
and the public, the remedy is not by 
way of invalidation of the past order 
on the basis of the subsequent events 
introduced in evidence before the ap- 
pellate court, but by way of filing new 
schedules of rates in accordance with 
the statutory requirements. y 
Re New Jersey Power & Light on 
(1952) 9 NJ 498, 527, 95 PUR NS 
467, 484, 89 A2d 26, 40. 

See also New Jersey Bell Teleph. 
Co. v. Public Utility Comrs. (1953) 
12 NJ 568, 582-583, 100 PUR NS 
379, 97 A2d 602. The present prac- 
tice, as set forth in these cases, is fair 
to the public utility, for it can act as 
speedily as it sees fit to move for a 
correction of inadequate rates, and it 
is fair to the consumer in safeguarding 
him from surprise surcharges dating 
back over years that he had a right 
to assume were finished business for 
him and possibly over years when he 
was not even a consumer. 

Not only does the company have 
its power to file new rate schedules, as 
above set forth, but it may apply for 


ad interim relief through negotiation 
and agreement : 

“The board may, during the 
pendency of any hearing instituted by 
it, on its own initiative or on com- 
plaint, in which the approval or fixing 
of just and reasonable individual 
rates, joint rates, tolls, charges or 
schedules thereof, as well as commu- 
tation, mileage, or other special rates is 
in issue, or at any other time, negotiate 
and agree with any public utility for 
an adjustment of the individual rates, 
joint rates, tolls, charges or schedules 
thereof, as well as commutation, mile- 
age or other special rates for any prod- 
uct or service supplied or rendered by 
such public utility. Such ad- 
justment may be for, or without, a 
specified limit of time. In no event 
shall any such adjustment be regarded 
as contractual. Such adjustment shall 
at all times be subject to change 
through the proceedings provided for 
by this chapter, or through negotiation 
and agreement under this section. 
The board as a part of any such nego- 
tiation and adjustment shall provide 
for the continuance, suspension, or 
other disposition of any hearing of 
the character aforesaid then pending.” 
RS 48:2-21.1, NJSA. (Italics sup- 
plied. ) 

The company made no application 
under this statute. On the contrary, 
even after the affirmance by this court 
of its appeal from the 1950 application 
for rate increases (May 26, 1952), it 
waited five months before it filed its 
next application for a rate increase on 
October 16, 1952, and it made no ap- 
plication for surcharges until two days 
after this application became effective 
on June 1, 1953. 

The course of opinions in the United 
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States Supreme Court since the hand- 
ing down of the Hackensack decision, 
the fact that the decision has long been 
ignored both in proceedings before the 
board and in the courts, and that deci- 
sions have been handed down here in 
conflict with it, the inherent contra- 
dictions of the decisions that have be- 
come apparent in the course of time, its 
unworkableness in practice and its 
direct conflict with the sound princi- 
ples of rate making approved in recent 
decisions of this court, all indicate the 
necessity of our overruling Hacken- 
sack Water Co. v. Public Utility 
Comrs. (1922) 98 NJL 41, 119 Atl 
84 and (1924) 100 NJL 177, 124 
Atl 925, supra, and we accordingly 
so do. 


III, The Applicable Statutes 


[2] The company relies not only on 
the Hackensack Case, but also on L 
1935, Chap 48 (RS 48:2-29.3 and 
48 : 2-29.4, NJSA) which reads as 
follows : 

“Whenever any public utility shall 
heretofore have been or shall hereaft- 
er be authorized by the board to collect 
a surcharge to raise a definite amount 
of money or for a specified purpose 
and the board, after hearing upon no- 
tice, shall determine that the amount 
authorized has been collected, or that 
the specified purpose has been accom- 
plished, the board is hereby empow- 
ered to require by an order in writ- 
ing the immediate discontinuance of 
such surcharge.” (RS 48:2-29.3, 
NJSA) 

“Whenever after hearing upon no- 
tice the board shall determine that any 
public utility has collected by means 
of a surcharge an amount of money 
exceeding the authorized amount or 
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has continued to collect a surcharge 
after the specified purpose for which 
it was authorized has been accom- 
plished, the board may require such 
public utility by an order in writing to 
repay the excess so collected to those 
from whom the same was collected.” 
(RS 48 :2-29.4, NJSA) 

The company claims that the stat- 
ute relates to surcharges authorized 
by the Hackensack Case in rate pro- 
ceedings and that the statute “could 
have had no purpose but to clarify and 
enlarge the board’s power in dealing 
with surcharges of that nature.” This 
contention is fully answered in Plain- 
field Union Water Co. v. Public Util- 
ity Comrs. supra (1936) 117 NJL 18, 
15 PUR NS 410, 186 A 692, a case 
involving the quoted statute. There 
the court had under review an order 
of the board of June 5, 1935 [10 PUR 
NS 49] directing the public utility to 
repay an amount found by the board 
to have been, to quote the board’s or- 
der, “ ‘without warrant or justification 
exacted by way of surcharge from the 
City by the company.” (Italics sup- 
plied.) It is thus apparent on the face 
of the order of the board that the con- 
troversy did not arise in a rate case 
under the purported authority of the 
Hackensack Case. If there be any 
doubt on this point, it is set at rest by 
the opinion of the court. The public 
utility claimed that: 

“. . . the payments were volun- 
tarily made. The board at the hear- 
ing refused to go into this question, 
and properly as we think; for its func- 
tion was limited by the statute and did 
not include defenses to a recovery 
which would naturally be for the de- 
termination of a court and jury, or in 
proper cases, a court of equity.” (117 
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NJL at p. 20, 15 PUR NS at p. 412, 
186 Atl at p. 693) 

The payments having been volun- 
tarily made, they were manifestly not 
of the kind contemplated by the Hack- 
ensack decision. 

It is important, too, to observe that 
in the Plainfield Union Case the court, 
following the earlier decision of Na- 
tional Radiator Co. v. Pennsylvania 
R. Co. (1928) 6 NJ Mis R 778, 781, 
PUR1929A 159, 143 Atl 85, and in 
line with an earlier ruling of the 
board, Flanagan v. Hackensack Wa- 
ter Co. (NJ) PUR1933B 395, con- 
ceded the contention of the public util- 
ity that the board had no statutory 
power to order a repayment until the 
passage of the statute. This situation 
discloses still another defect of the 
Hackensack decision ; under it a public 
utility might collect a surcharge by 
appropriate proceedings before the 
board, but the board, until the 1935 


statute was passed, could not compel 
a refund from the company. 


There are, moreover, other grounds 
for holding RS 48 :2-29.3, NJSA in- 


effective. RS 48:2-21, NJSA sets 
forth the fundamental powers of the 
board relating to rate making. The 
board, after hearing upon notice, may 
“, . . fix just and reasonable . 
rates.” In every such proceeding the 
board ‘“‘shall complete and close the 
hearing and enter its final order with- 
in six months.” ‘When any public 
utility shall increase any existing 
rates or change or 
alter any existing classification, the 
board shall have power after 
hearing, upon notice, to de- 
termine whether the increase, change, 
or alteration is just and reasonable.” 
The board may suspend the change 


[2] 


up to three months and if need be for 
an additional three months. “The 
board shall approve the increase, 
change or alteration upon being satis- 
fied that the same is just and reason- 
able.” With RS 48:2-21, NJSA is 
to be read L 1935, Chap 49 (RS 
48 :2-21.1, NJSA (supra) ), authoriz- 
ing the board during the pendency of 
a rate proceeding “or at any other 
time” to “negotiate and agree with 
any public utility” for an adjustment 
of rates either for a specified term or 
otherwise. “In no event shall any 
such adjustment be regarded as con- 
tractual,” but they shall be subject to 
proceedings provided for in the public 
utility laws or under this section. RS 
48 :2-21.1, NJSA read with RS 48 :2- 
21, NJSA is the legislative answer to 
the doctrine of the “experimental 
rate” enunciated in the Hackensack 
Case. . 

These statutes taken together pre- 
sent a complete statutory program of 
rate making designed to produce 
speedy determinations by the board, 
with ad interim relief if necessary, 
obviating any resort to the doctrine 
of the Hackensack Case. These stat- 
utes embody principles of rate making 
fundamentally at variance not only 
with the Hackensack Case but also 
with the application of RS 48 :2-29.3, 
NJSA, supra, sought by the company, 
for these statutes look forward in rate 
making in consonance with the perti- 
nent decisions of the United States 
Supreme Court whereas the Hacken- 
sack Case, and RS 48 :2-29.3, NJSA, 
under the application sought by the 
company, look backward. It is on the 
basis of these statutes that all of the 
rate-making cases in this court in re- 
cent years have been decided; see Re 
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New Jersey Power & Light Co. 
(1952) supra, 9 NJ 498, 95 PUR NS 
467, 89 A2d 26; New Jersey Bell 
Teleph. Co. v. Public Utility Comrs. 
supra (1953) 12 NJ 568, 100 PUR 
NS 379, 97 A2d 602. 

The company cites no case where 
RS 48:2-29.3, NJSA has been ap- 
plied to surcharges to recoup past 
deficits in returns. Rather has it been 
applied to cases where temporary in- 
creases or surcharges have been al- 
lowed pending final determination of 
a rate case under RS 48:2-21.1, 
NJSA, supra. 

Not only did the company not avail 
itself of any application for temporary 
rates under RS 48 :2-21.1, NJSA, but 
the sources of deficiency in income 
claimed by it and disclosed to the 
board such as increases in federal in- 
come taxes, loss due to a severe ice 
storm in January, 1953, increases in 
wages, costs, and interchange (see Re 
New Jersey Power & Light Co. supra, 
9 NJ 498, 530, 95 PUR NS 467, 89 
A2d 26) and their effect on its own 
calculated rate base in 1951, 1952, 
and 1953 appear related to the board’s 
order and all could have been met by 
application for temporary rates under 
RS 48:2-21.1, NJSA, supra. We 
therefore cannot agree with the com- 
pany’s contention that “recoupment of 
deficits by surcharging the already es- 
tablished just and reasonable rates is 
the only effective remedy available to 
the company.” RS 48:2-29.3, NJSA 
under the construction urged by 
the company is clearly inconsistent in 
so far as recoupment of past deficits 
by fresh surcharges is concerned with 
RS 48 :2-21.1, NJSA, which provides 
for temporary relief in rate proceed- 
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ings under RS 48:2-21, NJSA. By 
reason of such inconsistency it must 
be disregarded with respect to applica- 
tions to recoup past deficits by sur- 
charges. Such has been the course in 
all recent rate cases in this court; 
Re New Jersey Power & Light Co. 
supra (1952) 9 NJ 498, 95 PUR NS 
467, 89 A2d 26; New Jersey Bell 
Teleph. Co. v. Public Utility Comrs. 
supra (1953) 12 NJ 568, 100 PUR 
NS 379, 97 A2d 602. 

Any difficulties with respect to def- 
icits of anticipated income in 1951, 
1952, or the first five months of 1953 
(there was, of course, no real deficit 
during this period in the sense of the 
company making no profit) are due 
to the failure of the company to pursue 
its available statutory remedies. On 
November 21, 1950, it stipulated that 
it would not place the rates filed on 
June 26, 1950, in operation until 
March 15, 1951, without the prior 
approval of the board. From April 
27, 1951 when the board denied its 
application for increased rates to May 
26, 1952, when its appeal to the courts 
was decided upholding the earlier de- 
termination of the board, it failed to 
resort to RS 48 :2-21.1, NJSA. From 
May 26, 1952, to October 16, 1952, it 
failed to file new schedules of rates. 
From October 16, 1952, to May 13, 
1953, when the board approved new 
rates effective June 1, 1953, it again 
failed to resort to RS 48:2-21.1, 
NJSA. 

For the reasons herein stated, the 
order of the board dismissing the 
company’s application for a surcharge 
is affirmed. 


For affirmance: Chief Justice 
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Vanderbilt, and Justices Heher, Bur- For reversal: Justice Oliphant—1 
ling, and Brennan—4. 
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Federal Communications Commission 
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American Broadcasting Company, Inc. 


No. 117 


Federal Communications Commission v. National Broadcasting Company, 
Inc., No. 118; Federal Communications Commission v. Columbia 
Broadcasting System, Inc., No. 119 


347 US 284, 98 L ed —, 74 S Ct 593 
April 5, 1954 


PPEAL by Federal Communications Commission from lower 
A court's judgment restraining commission from enforcing 
rule prohibiting broadcasting of give-away programs; affirmed. 
Motion for leave to intervene as amicus curiae and to file petition 


for rehearing denied (May 17, 1954) 74 S Ct 773. 


Radio and television, § 2— Federal Communications Commission — Power to 
enforce statute — Lottery. 
1. The Federal Communications Commission has the power and duty to 
enforce a federal statute prohibiting the broadcasting of any lottery, gift 
enterprise, or similar scheme offering prizes dependent in whole or in 
part upon lot or chance, and such enforcement may be carried out either 
by general rule or individual decisions, p. 22. 


Radio and television, § 2— Federal Communications Commission — Federal stat- 
ute — Give-away programs. 

2. The Federal Communications Commission may not make a give-away 
program illegal by agency action unless such program is illegal under a 
statute prohibiting the broadcasting of any lottery, gift enterprise, or similar 
scheme offering prizes dependent in whole or in part upon lot or chance, 
p. 22. 

Radio and television, § 8 — Programs — Lotteries — Elements. 
3. The elements necessary to show that a certain radio or television program 
is a lottery, gift enterprise, or similar scheme prohibited by a federal statute 
from being broadcast are (1) the distribution of prizes; (2) according to 


chance; (3) for a consideration, p. 23. 
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Radio and television, § 8 — Give-away programs — Lotteries. 
4. A giveaway program broadcast over radio or television which calls for 
the distribution of prizes to home listeners, solicited wholly or in part 
on the basis of chance, as an award for correctly solving a given problem 
or answering a question, does not constitute a lottery, gift enterprise, or 
similar scheme prohibited by a federal statute from being broadcast, p. 25. 


APPEARANCES: Roger Wollen- 
berg, of Washington, D. C., argued 
the cause for appellant; Alfred Mc- 
Cormack, of New York city, argued 
the cause for appellee in No. 117; Paul 
W. Williams, of New York city, ar- 
gued the cause for appellee in No. 118; 
Max Freund, of New York city, ar- 
gued the cause for appellee in No. 119. 

Mr. Chief Justice WarREN de- 
livered the opinion of the court: These 
cases are before us on direct appeal 
from the decision of a 3-judge district 
court in the southern district of New 
York, enjoining the Federal Com- 
munications Commission from enforc- 
ing certain provisions in its rules relat- 
ing to the broadcasting of so-called 
“give-away” programs. The question 
presented is whether the enjoined pro- 
visions correctly interpret § 1304 of 
the United States Criminal Code, 


¥ 


formerly § 316 of the Communications 
Act of 1934. This statute prohibits 
the broadcasting of “. any 
lottery, gift enterprise, or similar 
scheme, offering prizes dependent in 
whole or in part upon lot or chance. 
991 

The appellees are national radio and 
television broadcasting companies. 
They are, in addition, the operators of 
radio and television stations licensed 
by the commission. Each of the ap- 
pellees broadcasts, over its own and 
affiliated stations, certain programs 
popularly known as “give-away” pro- 
grams. Generally characteristic of 
this type of program is the distribu- 
tion of prizes to home listeners, se- 
lected wholly or in part on the basis 
of chance, as an award for correctly 
solving a given problem or answering 
a question.* 





118 USCA §1304 (derived from former 
§ 316 of the Communications Act of 1934, 48 
Stat 1088, 1089, repealed by 62 Stat 862, 866) : 

“Whoever broadcasts by means of any radio 
station for which a license is required by any 
law of the United States, or whoever, operat- 
ing any such station, knowingly permits the 
broadcasting of, any advertisement of or in- 
formation concerning any lottery, gift enter- 
prise, or similar scheme, offering prizes de- 
pendent in whole or in part upon lot or chance, 
or any list of the prizes drawn or awarded by 
means of any such lottery, gift enterprise, or 
scheme, whether said list contains any part or 
all of such prizes, shall be fined not more than 
$1,000 or imprisoned not more than one year, 
or both. 

“Each day’s broadcasting shall constitute 
a separate offense.” 

2Examples of the “give-away” programs 
involved here are “Stop the Music” (American 
Broadcasting Company), “What’s My Name” 
(National Broadcasting Company), and “Sing 
It Again” (Columbia Broadcasting System). 
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“Stop the Music” is described in Ameri- 
can’s complaint in No. 117 as follows: The 
home contestants are called on the telephone 
during the program. On the radio version, 
home contestants are selected at random from 
telephone directories. On the television ver- 
sion, home contestants are selected by lot from 
among those listeners who express in advance, 
through postcards sent to the network, their 
desire to participate. On both the radio and 
television versions, however, the home con- 
testant is not required to be listening to the 
broadcast at the time he is called in order 
to participate. When called, the home con- 
testant is asked to give the title of a musical 
selection that has just been played. In the 
event he was not listening, or for some other 
reason desires to have the tune repeated, the 
master of ceremonies hums or sings it to him 
over the telephone. If he answers correctly, 
he receives a merchandise prize; if not, he 
gets a less valuable “consolation” prize and a 
member of the studio audience is then given an 
opportunity to win the merchandise prize by 
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The rules challenged in this pro- 
ceeding, §§ 3.192, 3.292, and 3.656 of 
the commission’s rules and regulations, 
were designed to prevent the broad- 
cast of such programs.® The rules are 
identically worded and apply, respec- 
tively, to standard radio broadcasting 
(AM), FM radio broadcasting, and 
television broadcasting. Paragraph 
(a) of each rule provides that “An ap- 
plication for construction permit, li- 
cense, renewal of license, or any other 
authorization for the operation of a 
broadcast station, will not be granted 
where the applicant proposes to follow 
or continue to follow a policy or prac- 
tice of broadcasting . .. ,” pro- 


grams of a sort forbidden by § 1304. 
Paragraph (b) provides that a pro- 
gram will fall within the ban 
if in connection with such program a 
prize consisting of money or thing of 


6é“ 
. 


value is awarded to any person whose 
selection is dependent in whole or in 
part upon lot or chance, if as a condi- 
tion of winning or competing for such 
prize: 

“(1) Such winner or winners are 
required to furnish any money or 
thing of value or are required to have 
in their possession any product sold, 
manufactured, furnished, or distrib- 
uted by a sponsor of a program broad- 
cast on the station in question; or 

“(2) Such winner or winners are 
required to be listening to or viewing 
the program in question on a radio or 
television receiver; or 

“(3) Such winner or winners are 
required to answer correctly a ques- 
tion, the answer to which is given on 
a program broadcast over the station 
in question or where aid to answering 
the question correctly is given on a 





identifying the same tune. If the home con- 
testant answers correctly, he receives, in ad- 
dition to the merchandise prize, an opportunity 
to identify another tune, called the “Mystery 
Melody.” If he identifies this tune, he wins 
the “iackpot” prize, usually valued at several 
thousand dollars. Should he fail to identify 
the “Mystery Melody,” another home con- 
testant is called and the process is repeated. 
Additions to the “jackpot” prize are made each 
week so long as the “Mystery Melody” re- 
mains unidentified. 

“What’s My Name” is described in Nation- 
al’s complaint in No. 118 as follows: Prizes 
are awarded to contestants for correctly iden- 
tifying famous persons on the basis of clues 
given by the master of ceremonies and in a 
short skit performed by professional actors. 
All but one of the contestants on the program 
are chosen from members of the studio audi- 
ence. The remaining contestant is chosen at 
random from postcards sent in by listeners, and 
is called on the telephone during the program. 
For answering the telephone, he is awarded a 
watchband manufactured by the sponsor of the 
program and is also given the opportunity to 
win a valuable “jackpot” prize in government 
bonds by identifying the famous person de- 
scribed in the “jackpot” clues. If the home 
contestant fails to make a correct identifica- 
tion, the amount of the “jackpot” is added to 
the “jackpot” for the foilowing week’s pro- 
gram. The subject of the “jackpot” clues, how- 
ever, is changed every week. 


“Sing It Again” is described in Columbia’s 
complaint in No. 119 as follows: Performers 
sing a popular song and then repeat it but 
this time with parody lyrics describing some 
person, place, or event. Contestants, selected 
at random from telephone directories, are called 
by long distance telephone during the program. 
If the contestant correctly identifies the sub- 
ject described by the parody lyrics, he wins 
a merchandise prize and an opportunity to win 
a “jackpot” prize by identifying the “Phantom 
Voice,” the voice of a famous but unrevealed 
person. Clues as to the identity of the “Phan- 
tom Voice” are given on the program and on 
other programs broadcast over the same net- 
work. The “jackpot” is increased week by 
week until the correct identification is made. 
If the home contestant fails to identify the 
subject of the parody lyrics, he receives a “con- 
solation prize,” and a member of the studio 
audience is given the opportunity to answer 
and win the merchandise prize. 

847 CFR, 1952 Cum Supp, §§ 3.192, 3.292, 
3.656. The language of the rules is broad 
enough to cover contest programs drawing 
contestants solely from members of the studio 
audience. In the court below, however, the 
commission took the position that such cover- 
age was not intended, and the controversy was 
delimited to programs involving the distribu- 
tion of prizes to contestants participating from 
their homes. American Broadcasting Co. v. 
United States (DC NY 1953) 110 F Supp 
374, 381. 
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program broadcast over the station in 
question. For the purposes of this 
provision the broadcasting of the ques- 
tion to be answered over the radio sta- 
tion on a previous program will be 
considered as an aid in answering the 
question correctly ; or 

“(4) Such winner or winners are 
required to answer the phone in a pre- 
scribed manner or with a prescribed 
phrase, or are required to write a letter 
in a prescribed manner or containing 
a prescribed phrase, if the prescribed 
manner of answering the phone or 
writing the letter or the prescribed 
phrase to be used over the phone or in 
the letter (or an aid in ascertaining the 
prescribed phrase or the prescribed 
manner of answering the phone or 
writing the letter) is, or has been, 
broadcast over the station in ques- 
tion.” 

After promulgation of the rules, the 


present actions were brought by the 
appellees.* The district court sustained 
the commission’s general authority to 
adopt such rules, and sustained subdi- 


vision (1) of paragraph (b) as a cor- 
rect interpretation of § 1304. But, 
with one dissent, the court held that 
subdivisions (2), (3), and (4) were 
beyond the scope of § 1304 and hence 
invalid. The court was of the view 
that § 1304 applied only to contest pro- 
grams requiring contestants to con- 
tribute a “price” or “thing of value.’® 
We noted probable jurisdiction and 
consolidated the cases for argument.® 

[1, 2] Like the court below, we 
have no doubt that the commission, 
concurrently with the Department of 
Justice, has power to enforce § 1304. 
Indeed, the commission would be re- 
miss in its duties if it failed, in the 
exercise of its licensing authority, to 
aid in implementing the statute, either 
by general rule or by individual deci- 
sions.’ But the commission’s power 
in this respect is limited by the scope 
of the statute. Unless the “give-away” 
programs involved here are illegal un- 
der § 1304, the commission cannot 
employ the statute to make them so by 
agency action. Thus, reduced to its 





4 The actions were brought under § 402(a) 
of the Communications Act of 1934, 48 Stat 
1093, 47 USCA § 402(a); 28 USC §§ 1336, 
1398, 2284, 2321-2325; and § 10 of the Admin- 
istrative Procedure Act, 60 Stat 243, 5 USCA 
1009. Pub L No. 901, 81st Cong, 2d Sess, 
64 Stat 1129, 5 USCA §1031, has since 
changed the procedure under § 402(a), but is 
inapplicable to actions commenced prior to its 
enactment. 

5110 F Supp 374, supra. 
my (1953) 346 US 808, 98 L ed —, 74 S Ct 


7The commission is authorized by § 4(i) 
of the Communications Act to “make such 
rules and regulations, and issue such orders, 
as may be necessary in the executions of its 
functions”; by § 303(r) to “Make such rules 
and regulations and prescribe such restric- 
tions and conditions, not inconsistent with law, 
as may be necessary to carry out the provi- 
sions of this chapter’; by §307(a) and 
§ 309(a) to grant station licenses and license 
renewals “if public convenience, interest, or 
necessity” would thereby be served; by § 312 
(a) to revoke a license for a violation of any 
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regulation authorized by the act. 48 Stat 
1068, 47 USCA §154(i1); 50 Stat 191, 47 
USCA §303(r); 48 Stat 1083, 47 USCA 
§ 307(a) ; 48 Stat 1085, 47 USCA § 309(a) ; 
48 Stat 1086, 1087, 47 USCA § 312(a). The 
“public interest, convenience, or necessity” 
standard for the issuance of licenses would 
seem to imply a requirement that the applicant 
be law-abiding. In any event, the standard 
is sufficiently broad to permit the commission 
to consider the applicant’s past or proposed 
violation of a federal criminal statute especially 
designed to bar certain conduct by operators 
of radio and television stations. And if this 
consideration is a proper one in individual 
cases, there is no reason why it may not be 
stated in advance by the commission in inter- 
pretative regulations defining the prohibited 
conduct with greater clarity. See National 
Boardcasting Co. v. United States (1943) 319 
US 190, 222-224, 49 PUR NS 470, 87 L ed 
1344, 1365-1367, 63 S Ct 997; cf. Southern 
S. S. Co. v. National Labor Relations Board 
(1942) 316 US 31, 46, 47, 86 L ed 1246, 1258, 
1259, 62 S Ct 886. 





F. C. C. v. AMERICAN BROADCASTING CO. 


simplest terms, the issue before us is 
whether this type of program consti- 
tutes a “lottery, gift enterprise, or 
similar scheme” proscribed by § 1304. 

[3] All the parties agree that there 
are three essential elements of a “‘lot- 
tery, gift enterprise, or similar 
scheme”: (1) the distribution of 
prizes; (2) according to chance; (3) 
for a consideration. They also agree 
that prizes on the programs under 
review are distributed according to 
chance, but they fall out on the ques- 
tion of whether the home contestant 
furnishes the necessary consideration. 

The commission contends that 
there is such consideration ; in its brief, 
it urges that these programs “ ‘ 
are nothing but age-old lotteries in a 
slightly new form. The new form re- 
sults from the fact that the schemes 
here are illicit appendages to legitimate 
advertising. The classic lottery looked 
to advance cash payments by the par- 


ticipants as the source of profit; the 
radio give-away looks to the equally 
material benefits to stations and adver- 
tisers from an increased radio audience 
to be exposed to advertising.” 


It contends that consideration in the 
form of money or a thing of value 
is not essential, and that a commer- 
cial benefit to the promoter satisfies 
the consideration requirement: “. 
Where a scheme of chance is success- 
fully designed to reap profits for its 
promoter, there will ultimately be con- 
sideration flowing from the partici- 
pants, and it is of no consequence 
whether such consideration be direct or 
indirect. In either event, the gam- 
bling spirit—the lure of obtaining 
something for nothing or almost 
nothing—is exploited for the benefit 
of the promoter of the scheme.” As 
against this claim the appellees insist 
that something more is required than 
just a benefit to the promoter ; that the 
participation of the home audience by 
merely listening to a broadcast does not 
constitute the necessary consideration. 

Section 1304 itself does not define 
the type of consideration needed for 
a “lottery, gift enterprise, or similar 
scheme.” Nor do the postal lottery 
statutes from which this language was 
taken.® The legislative history of 





8 A typical “lottery” is a scheme in which 
tickets are sold and prizes are awarded among 
the ticket holders by lot. See Stone v. Missis- 
sippi ex rel. Harris (1880) 101 US 814, 25 
L ed 1079. A typical “gift enterprise” differs 
from this in that it involves the purchase of 
merchandise or other property; the purchaser 
receives. in addition to the merchandise or 
other property, a “free” chance in a drawing. 
See Horner v. United States (1893) 147 US 
449, 37 L ed 237, 13 S Ct 409. But whatever 
may be the factual differences between a 
“lottery,” a “gift enterprise,” and a “similar 
scheme,” the traditional tests of chance, prize, 
and consideration are applicable to each. We 
are aware of no decision, federal or state, 
which has distinguished among them on the 
basis of their legal elements. 

9 Section 1304 is one of five sections—§ 1301 
through § 1305—which constitute “Chapter 61 
—Lotteries” of Title 18. Section 1305, added 
in 1950. exempts certain “fishing contests” 
from the operation of the other four sections. 


Section 1301 prohibits the importing or trans- 
porting of lottery tickets; § 1302, the mailing 
of lottery tickets and related matters; § 1303, 
the participation in lottery schemes by post- 
masters and postal employees; and § 1304, the 
broadcasting of lottery information. These 
four sections use the same terminology—“any 
lottery, gift enterprise, or similar scheme 
offering prizes dependent in whole or in part 
upon lot or chance.” This language first ap- 
peared in the 1909 amendments to the federal 
lottery laws. 35 Stat 1129, 1130, 1136. It 
was adopted verbatim in § 316 of the Com- 
munications Act of 1934, which was the first 
federal statute to ban the broadcasting of 
lotteries. With only slight modifications not 
material here, § 316 became § 1304 of the 
Criminal Code in the 1948 revision of Title 18. 

For the early history of lotteries in this 
country, see Spofford, Lotteries in American 
History, at p. 171 of 1892 Report of American 
Historical Association, S Misc Doc No. 57, 
52d Cong, 2d Sess. 
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§ 1304 and the postal statutes is simi- 
larily unilluminating.”® 

For guidance, therefore, we must 
look primarily to American decisions, 
both judicial and administrative, con- 
struing comparable antilottery legisla- 
tion. 

Enforcing such legislation has long 
been a difficult task. Law enforce- 
ment officers, federal and state, have 
been plagued with as many types of 
lotteries as the seemingly inexhausti- 
ble ingenuity of their promoters could 
devise in their efforts to circumvent 
the law. When their scheme reached 
the courts, the decision, of necessity, 
usually turned on whether the scheme, 
on its own peculiar facts, constituted 
a lottery. So varied have been the 
techniques used by promoters to con- 
ceal the joint factors of prize, chance, 
and consideration, and so clever have 
they been in applying these techniques 


to feigned as well as legitimate busi- 
ness activities, that it has often been 
difficult to apply the decision of one 
case to the facts of another. 


And so it is here. We find no de- 


cisions precisely in point on the facts 
of the cases before us. The courts 
have defined consideration in various 
ways, but so far as we are aware none 
has ever held that a contestant’s listen- 
ing at home to a radio or television 
program satisfies the consideration 
requirement." Some courts—with 
vigorous protest from others—have 
held that the requirement is satisfied 
by a “raffle” scheme giving free 
chances to persons who go to a store 
to register in order to participate in 
the drawing of a prize,” and similarly 
by a “bank night” scheme giving free 
chances to persons who gather in front 
of a motion picture theater in order to 
participate in a drawing held for the 
primary benefit of the paid patrons 
of the theater."* But such cases differ 
substantially from the cases before us. 
To be eligible for a prize on the “give- 
away” programs involved here, not a 
single home contestant is required to 
purchase anything or pay an admis- 
sion price or leave his home to visit 
the promoter’s place of business; the 





10 See S Rep No. 1620, 80th Cong, 2d Sess 
(1948); HR Rep No. 30 04, 80th Cong, Ist 
Sess, p. A99 (1947); S Rep No. 781, 73d 
Cong, 2d Sess, p. 8 (1934) ; HR Rep No. 1850, 
73d Cong, 2d Sess (1934) ; HR Rep No. 
1918, 73d Cong, 2d Sess, p. 49 (1934); S Rep 
No. 564, 72d Cong, Ist Sess, p. 10 (1932) : 
HR Rep No. 221, 72d Cong, Ist Sess, p. 8 
(1932); S Rep No. 10, Part 1, 60th Cong, Ist 
Sess, p. 23 (1909); HR Rep No. 2, Part 1, 
60th Cong, Ist Sess, p. 22 (1909). 

11 Jn the only previous decision on the legal- 
ity of a “give-away” program of the type in- 
volved here, a state trial court held that the 
program did not constitute a lottery because 
the consideration element was lacking. Clef, 
Inc. v. Peoria Broadcasting Co. (Ill Cir Ct 
1939) Equity No. 21368 

Similarly, cases under the postal lottery laws 
(see note 9, supra) appear to be uniform in 
requiring a “valuable” consideration for a “lot- 
tery, gift enterprise, or similar scheme.” See 
Garden City Chamber of Commerce v. Wagner 
(DC NY 1951) 100 F Supp 769, stay den 
(CA2d 1951) 192 F2d 240; Post ‘Publishing 
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Co. v. Murray (CCAIst 1916) 230 Fed 773, 
cert den (1916) 241 US 675, 60 L ed 1232, 
36 S Ct 725. But cf. dictum in Brooklyn Daily 
Eagle v. Voorhies (CC NY 1910) 181 Fed 
579, 581, 582. 

12A leading case is Maughs v. Porter 
(1931) 157 Va 415, 161 SE 242; see also 
State ex rel. Regez v. Blumer (1940) 236 Wis 
129, 294 NW 491. Contra, Cross v. People 
(1893) 18 Colo 321, 32 Pac 821; cf. Garden 
City Chamber of Commerce v. Wagner (DC 
NY 1951) 100 F Supp 769, stay den (CA2d 
1951) 192 F2d 240. For critical commentary 
on the Maughs decision (Va) supra, see Notes, 
18 Va L Rev 465 and 80 U of Pa L Rev 744 
Pickett, Contests and the Lottery Laws, 45 
Harv L Rev 1196, 1206. 

13E, g., Affiliated Enterprises v. Waller 
(1939) 40 Del 28, 5 A2d 257; Affiliated En- 
terprises v. Gantz (CCA10th 1936) 86 F2d 
597. Contra, e. g., Darlington Theatres v. 
Coker (1939) 190 SC 282, 2 SE2d 782; 
Affiliated Enterprises v. Rock-Ola Mfg. Corp. 
(DC Ill 1937) 23 F Supp 3. 
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only effort required for participation is 
listening.** 

We believe that it would be stretch- 
ing the statute to the breaking point 
to give it an interpretation that would 
make such programs a crime. Par- 
ticularly is this true when through the 
years the Post Office Department and 
the Department of Justice have con- 
sistently give the words “lottery, gift 
enterprise, or similar schemes” a con- 
trary administrative interpretation. 
Thus the Solicitor of the Post Office 
Department have repeatedly ruled that 
the postal lottery laws do not preclude 
the mailing of circulars advertising the 
type of “give-away” program here 
under attack.® Similarly, the Attor- 
ney General—charged directly with 
the enforcement of federal criminal 
laws—has refused to bring criminal 
action against broadcasters of such 
programs.’* And in this very action, 


BROADCASTING CO. 


it is noteworthy that the Department 
of Justice has not joined the commis- 
sion in appealing the decision below. 

It is true, as contended by the com- 
mission, that these are not criminal 
cases, but it is a criminal statute that 
we must interpret. There cannot be 
one construction for the Federal Com- 
munications Commission and another 
for the Department of Justice. If we 
should give § 1304 the broad construc- 
tion urged by the commission, the same 
construction would likewise apply in 
criminal cases. We do not believe this 
construction can be sustained. Not 
only does it lack support in the decided 
cases, judicial and administrative, 


but also it would do violence to the 
well-established principle that penal 
statutes are to be construed strictly. 
[4] It is apparent that these so- 
called “give-away” programs have 
long been a matter of concern to the 





14 Some of the programs involved here (e. g., 
“Stop the Music,” described in note 2, supra) 
do not even make this requirement. As a prac- 
tical matter, however, few home contestants 
on a “give-away” program would be in a posi- 
tion to answer correctly the questions asked of 
them unless they listened to the program. 

15 In 1949 the solicitor ruled that material 
relating to “Stop the Music” (described in 
note 2. supra) would be mailable. In 1950 
he ruled that material relating to a com- 
parable contest conducted on the program 
“Truth or Consequences” would be mailable. 
While earlier rulings on a “give-away” pro- 
gram called “Muf$ico” had been to the con- 
trary, the solicitor in 1949 informally advised 
that the material relating to the program would 
be mailable. These unreported rulings were 
made part of the record below. 

In accord with these rulings, the solicitor in 
1947 had instructed local postmasters that at 
least “an expenditure of substantial effort or 
time” was required in order to find an enter- 
prise to be a “lottery, gift enterprise, or simi- 
lar scheme.” The instructions provided: 

“In order for a prize scheme to be held in 
violation of this section, it is necessary to show 
(in addition to the fact that the prizes are 
awarded by means of lot or chance) that the 
‘consideration’ involves, for example, the pay- 
ment of money for the purchases of merchan- 
dise, chance, or admission ticket, or as pay- 


ment on an account, or requires an expendi- 
ture of substantial effort or time. On the 
other hand, if tt is required merely that one’s 
name be registered at a store in order to be 
eligible for the prize, consideration ts not 
deemed to be present.” (Italics added.) Pos- 
tal Bulletin, Feb. 13, 1947. The italicized 
language, supra, was judicial confirmed in 
Garden City Chamber of Commerce, Inc. v. 
Wagner (DC NY 1951) 100 F Supp 769, 
stay den (CA2d 1951) 192 F2d_ 240. In 1953, 
on the basis of the Garden City Case and 
the district court decision in this case, the 
solicitor issued new instructions further nar- 
rowing the meaning of “an expenditure of 
substantial effort or time.” Postal Bulletin, 
June 4. 1953. 

16 Apparently no prosecutions have ever been 
instituted under either the former § 316 of the 
Communications Act or the present § 1304 of 
the Criminal Code. Ina series of letters made 
part of the record below, the chairman of the 
commission in 1940 urged the Attorney Gen- 
eral to institute criminal proceedings against a 
number of stations because of their broadcast- 
ing of “give-away” programs similar to those 
involved here. In response to each letter, the 
Attorney General advised that “careful con- 
sideration has been given to this matter and 
it has been concluded that no action is warrant- 
ed by this Department.” 
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Federal Communications Commission ; 
that it believes these programs to be 
the old lottery evil under a new guise, 
and that they should be struct down 
as illegal devices appealing to cupidity 
and the gambling spirit. It unsuc- 
cessfully sought to have the Depart- 
ment of Justice take criminal action 
against them.” Likewise, without 
success, it urged Congress to amend 
the law to specifically prohibit them.” 
The commission now seeks to accom- 
plish the same result through agency 
regulations. In doing so, the com- 


mission has overstepped the bound- 
aries of interpretation and hence has 
exceeded its rule-making power. Re- 
gardless of the doubts held by the com- 
mission and others as to the social 
value of the programs here under con- 
sideration, such administrative expan- 
sion of § 1304 does not provide the 
remedy.” 


The judgments are 
Affirmed. 


Mr. Justice Douglas took no part in 
the decision of these cases. 





17 See note 16, supra. 

18 In a letter made part of the record below, 
the chairman of the commission in 1943 urged 
the Senate Interstate Commerce Committee to 
approve a proposed amendment to § 316 of the 
Communications Act, later to become § 1304 of 
the Criminal Code. . The proposed amend- 
ment would have retained the existing lan- 
guage as to “any lottery, gift enterprise, or 
similar scheme,” but would have extended the 


prohibition to “any program which offers 
money, prizes, or other gifts to members of 
the radio audience (as distinguished from the 
studio audience) selected in whole or in part 
by lot or chance.” No action was ever taken 
on the proposal. 

19 Cf. United States v. Halseth (1952) 342 
= 277, 280, 281, 96 L ed 308, 311, 72 S Ct 





MISSOURI PUBLIC SERVICE COMMISSION 


Re Laddonia Rural Telephone Company 


Case No. 12,695 
April 12, 1954 


ROCEEDING to determine whether telephone exchange was 

P seing operated as public utility; exchange held to be public 

utility subject to commission regulation, and service to school 
ordered. 


Public utilities, § 58 — Telephone company — Unincorporated voluntary association. 
1. A telephone company in the form of an unincorporated voluntary associa- 
tion, owned by the individuals using the service, is a public utility subject to 
commission regulation, despite the avowed purpose of the owners that the 
company should earn only enough to keep it in operation and provide service, 
and that it has no intention of earning a profit for the benefit of the holders 
of the proprietary interest, where such proprietary interest has increased in 
value over the years and no rule or agreement of the company or owners 
prevents a profit from being earned and distributed, p. 29. 
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RE LADDONIA RURAL TELEPH. CO. 


Service, § 445 — Telephone companies — Direct exchange service by both. 
2. Direct exchange service to a community school should be rendered by 
the two companies servicing the general area, where the residences of the 
students are evenly divided between the territories of the two companies, 


p. 30. 


APPEARANCES: Latney Barnes, of 
Mexico, for Laddonia Telephone 
Company; R. W. Hedrick, Sr., of 
Jefferson City, for F & M Telephone 
Company; Louis W. Cowan, for the 
commission. 


By the Commission: This cause 
first came before this commission as a 
result of an order of this commission 
issued September 17, 1953, in this case 
pursuant to which an investigation 
was commenced to determine if the 
Laddonia Rural Telephone Company 
is being operated as a public utility 
subject to regulation by this commis- 
sion. After due notice of the hearing 
had been given to all parties deemed 
by the commission to have an interest 
therein, the matter was heard before 
one of our commissioners on Novem- 
ber 30, 1953, in the commission’s 
hearing room in Jefferson City, Mis- 
souri. At the conclusion of the pro- 
ceedings held November 30, 1953, the 
cause was continued to February 2, 
1954, at which time additional pro- 
ceedings were had and the cause sub- 
mitted on the record. The appearances 
at both hearings were as noted above. 


Findings of Fact 


The Laddonia Rural Telephone 
Company is an unincorporated volun- 
tary association of farmers and resi- 
dents living in Laddonia, Missouri, 
and the surrounding community. 
Laddonia is located on U. S. Highway 
No. 54 some 20 miles by road north- 
east of Mexico. Also, it is 9 miles 


southwest of Vandalia, and 13 miles 
south of Perry. This telephone asso- 
ciation has furnished telephone service 
in the community for a great many 
years, i.e., from the commencing of 
regulation in 1913 up to some time in 
1953. At some time in 1953, the ac- 
counting and engineering staff of this 
commission informed the officer of the 
association that in their opinion it was 
not a public utility subject to regula- 
tion by this commission. As a con- 
sequence of that information, the 
Laddonia Company discontinued its 
relationship with this commission and 
purported to operate as an exempt non- 
profit telephone company, and 


changed its rates for telephone service 


without obtaining any authority from 
this commission. 

Subsequent to the time the Laddo- 
nia Company began to consider itself 
exempt from regulation, the F & M 
Telephone Company, located at Mar- 
tinsburg, Missouri, filed an exchange 
area map with this commission which 
in some particulars seems to overlap 
the territory claimed by the Laddonia 
Telephone Company. The issues be- 
fore this commission, therefore, are 
whether or not the Laddonia Tele- 
phone Company is a public utility sub- 
ject to regulation by this commission, 
and if so, what disposition should be 
made of the dispute with respect to 
boundary lines of the Laddonia Com- 
pany and the F & M Telephone Com- 
pany. 

Laddonia lies upon U. S. Highway 
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No. 54 which connects it with the city 
of Mexico. The highway as it leaves 
Mexico runs to the east for approxi- 
mately 13 miles at which point it turns 
to the north for 5 miles until it reaches 
Laddonia. The point at which it 
turns is known as Scott’s Corner, and 
it is in this area where the boundary 
line dispute lies. In recent years, a 
rural consolidated school district’s 
building was located at this point and 
the school district has requested serv- 
ice from both the F & M Telephone 
Company and the Laddonia Company. 
One reason for this request is the fact 
that a large number of the students of 
the school live in the exchange areas 
of the two companies. This is em- 
phasized by the fact that the school 
building is located almost on the line 
dividing the two exchange areas. The 
Laddonia Company claims that it is 
entitled to serve the school as a public 
utility by reason of the fact that it has 
purported to serve Scott’s Corner 
since the company was organized. The 
F & M Company asserts that it is en- 
titled to serve the school to the exclu- 
sion of the Laddonia Company for the 
reason that it is a recognized public 
utility and has on file with this com- 
mission an approved exchange area 
map which encompasses the area in 
which the school building is located. 
It contends that because it is a regu- 
lated public utility, it not only has a 
duty to serve the school but it has a 
right to serve it to the exclusion of the 
others. 


Turning first to the issue of whether 
or not the Laddonia Rural Telephone 
Company is a public utility, it is noted 
that there are 187 shares of stock, i.e., 
187 different property interests, in the 
organization held by 158 different in- 
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dividuals. Except for thirteen persons 
who own 2 shares each and one who 
owns 3 shares, the remaining stock is 
owned by persons holding only one 
share each. These evidences of prop- 
erty interest were issued in 1904, and 
in virtually all, if not all, instances the 
transfers thereof resulted from the sale 
of a farm served by a telephone of the 
company, the farm owner being a cus- 
tomer and stockholder of the company. 
When the farm was sold, the interest 
in the Laddonia Company was re- 
garded as going with the land, and 
those persons holding more than one 
share acquired the multiple shares by 
purchasing additional land, such land 
having a farm house formerly occupied 
by a shareholder of the company. In 
addition to the so-called shareholders, 
the company serves many other per- 
sons for hire who have no proprietary 
interest whatever in it. It has 228 
customers in Laddonia, 123 of which 
receive common battery service and 
105 of which receive magneto service. 
It has 191 customers in rural terri- 
tory, making a total of 419 customers. 


The responsibility of conducting the 
company’s affairs rests with an elec- 
tive group designated as a board of 
directors. This board is elected by 
the shareholders, and only sharehold- 
ers have voting rights. The board 
employs various individuals to perform 
the services and labor necessary to the 
operation of the company. 

Although the ownership of the com- 
pany lies in the hands of various indi- 
viduals, no dividends have ever been 
paid, and all money received in excess 
of expenses has been returned to the 
plant in the form of improvements and 
extensions. However, there are ap- 
parently no restrictions on the organi- 
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zation or the board of directors which 
would prevent the declaring the divi- 
dends or similar action. The only 
differential in rates between customers 
receiving the same class of service is 
a discount given those customers own- 
ing their own instruments. Share- 
holders and nonshareholders pay the 
same rates for similar classes of serv- 
ice. 

When originally constructed, the 
system of the Laddonia Company ex- 
tended south from the town of Lad- 
donia to the point previously described 
as Scott’s Corner and the present loca- 
tion of the Community School Dis- 
trict’s building. The system served a 
farmhouse located at the Corner and 
one located about one-half mile to the 
north. It also served some two or 
three subscribers about one mile north 
and west of the Corner. Likewise, it 
served one customer to the northeast 
of the Corner. Some ten or twelve 
years ago, the house located at the 
Corner and the one about one-half 
mile to the north were dismantled and, 
of course, telephone service discon- 
tinued. However, the company since 
that time has maintained a live trunk 
line the entire distance from Laddonia 
to Scott’s Corner. 

The exchange area map of the F & 
M Telephone Company now on file 
and approved by this commission de- 
fines its north boundary as being lo- 
cated about one-half mile north of 
Scott’s Corner. This boundary turns 
to the north about one mile west of 
the Corner and runs to the north for 
about one-half mile. At this point it 
again turns to the west for a distance 
of approximately 2 miles. Except for 
the customer at Scott’s Corner and 
along U. S. Highway No. 54 to the 


north thereof, there is no conflict be- 
tween the two companies as to the ter- 
ritory claimed. 


Conclusions 


[1] After having carefully con- 
sidered the evidence in this cause, we 
are of the opinion and find that the 
Laddonia Telephone Company is a 
public utility subject to regulation by 
this commission under provisions of 
the Public Service Commission Act. 
Although it is the avowed purpose of 
the owners that the company shall 
earn only enough to keep it in opera- 
tion and provide service and that it 
has no intention of earning a profit for 
the benefit of the holders of the pro- 
prietary interest, there is no question 
that the value of the system has in- 
creased from time to time and that 
such value is reflected in the proprie- 
torship of the various owners. Like- 
wise, there is no rule or regulation, or 
agreement of the company or its 
owners, which prevents it from earn- 
ing a profit and distributing such earn- 
ings to its owners. For these reasons, 
it is our opinion that the Laddonia 
Company should immediately submit 
to this commission for its approval a 
schedule of rates and rules and regula- 
tions governing the performance of 
service. Likewise, it is our opinion 
that the company should prepare and 
file an exchange area map defining the 
territory which it purports to serve, 
such exchange area map to conform to 
our views hereinafter expressed. 


Turning now to the problem of lo- 
cating the boundaries of the exchange 
areas of each of the companies here 
concerned, it is our opinion that the 
north boundary of the F & M Tele- 
phone Company is properly located. 
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It has been a long period of time since 
the Laddonia Telephone Company has 
actually served anyone residing in the 
area claimed by the F & M Telephone 
Company. We shall, therefore, order 
the Laddonia Company to locate the 
southern boundary of its exchange 
area in such a manner that it will 
coincide with the northern boundary 
of the F & M Company. 

[2] With respect to the rendering 
of telephone service to the Community 
School located at Scott’s Corner, it is 
our opinion that service should be 
performed by both companies. We 
recognize that in the ordinary situation 
it is not good utility regulation for one 
utility to be permitted to invade the 
service territory of another utility; 
that in the usual case a company au- 
thorized to furnish service in a given 
area should be permitted to do so to 
the exclusion of the others. However, 
in this instance, we have an unusual 
situation. Telephone service furnished 
a school attended by many children 
provides a convenience and means of 
communication largely for the parents 
and the students themselves. In the 
instant case, more than one-half of the 
students live in the territory served by 
the Laddonia Company. Even if the 
service through the Martinsburg ex- 
change of the F & M Company were 
furnished at no cost to the persons liv- 
ing in the Laddonia Company’s service 
area, we believe that a more satisfac- 
tory arrangement will result if service 
is supplied directly through the ex- 
change in Laddonia. Therefore, be- 
cause of the nature of the use being 
made of the telephone service and the 
unusual situation with respect to the 
location of the school district to the 
two telephone companies, we shall au- 
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thorize the Laddonia Telephone Com- 
pany to provide exchange service to 
the school at Scott’s Corner. At the 
same time, it is our opinion and we 
find that the F & M Company should 
also provide telephone service to the 
school for the benefit of persons resid- 
ing in its exchange area. Service, of 
course, should be rendered in each in- 
stance under the rates and rules and 
regulations approved by the commis- 
sion for that type of service. 

Entertaining these views, it is, 
therefore, 

Ordered: 1. That the Laddonia 
Rural Telephone Company shall with- 
in thirty days from the effective date 
of this report and order file with this 
commission a schedule of rates for tele- 
phone service furnished through its 
telephone exchange at Laddonia, Mis- 
souri, such schedule of rates to include 
rules and regulations governing the 
furnishing of such service and, also, a 
service area map defining the territory 
served by said company. 

Ordered: 2. That the south bound- 
ary of the service area of the Laddonia 
Rural Telephone Company shall coin- 
cide with the north boundary of the 
service area of the F & M Telephone 
Company, such service area being de- 
scribed in the service area map of the 
F & M Telephone Company on file 
with and approved by this commis- 
sion. 

Ordered: 3. That the Laddonia 
Rural Telephone Company and the F 
& M Telephone Company each shali 
provide direct exchange telephone 
service to the building of the Com- 
munity School District R-VI of 
Audrain county, Missouri, such serv- 
ice to be furnished at the request of 
the board of directors of such school 
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district and at the applicable rates as 
approved by this commission. 
Ordered: 4. That this order shall 
be effective on April 20, 1954; that the 
secretary of the commission shall 
serve certified copies of same on all 
interested parties; and that the Lad- 


donia Rural Telephone Company and 
F & M Telephone Company shall 
notify this commission in writing in 
the manner prescribed by § 386.490, 
RSMo. 1949, whether the terms of 
this order are accepted and will be 
obeyed. 
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Re Union Electric Company 
of Muissourt 


Case No. 12,651 
May 19, 1954 


PPLICATION by electric company for authority to acquire 
A remaining stock of another electric corporation; approved. 


Consolidation, merger, and sale, § 25 — Acquisition of minority interest. 
An electric company, in order to eliminate the problems arising from 
the continuance of a minority interest, should be authorized to acquire 
the remaining common stock of another electric corporation upon terms 
approved by its directors where the corporation has already acquired, with 
commission approval, the majority of the other company’s stock. 


By the Commission: By its orders 
issued herein on September 29 and 
November 2, 1953, the commission au- 
thorized Union Electric Company of 
Missouri (herein sometimes referred 
to as Union Electric) to acquire, take, 
and hold the 125,000 outstanding 
shares of common stock of Missouri 
Edison Company or such number 
thereof, not less than 85 per cent of 
the total number of shares outstanding, 
as may be deposited under an amended 
plan of reorganization heretofore filed 
in this proceeding, and to issue and 
deliver in exchange therefor not ex- 
ceeding 87,500 additional shares of 


common stock of $10 par value of 
Union Electric. 

On April 10, 1954, Union Electric 
filed with this commission its second 
supplemental application wherein it 
showed that, as a result of such ex- 
change, Union Electric had acquired 
124,488 shares or 99.6 per cent of the 
125,000 outstanding shares of com- 
mon stock of Missouri Edison Com- 
pany, and had issued therefor 87,143 
shares of Union Electric common 
stock of $10 par value, and that there 
remained in the hands of fourteen 
stockholders only 512 shares of the 
common stock of Missouri Edison 
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Company. In said supplemental appli- 
cation, Union Electric requests author- 
ity to acquire such remaining shares 
from time to time upon such terms 
as may be approved by its board of di- 
rectors. 

A hearing on the second supple- 
mental application was held in the of- 
fices of the commission in Jefferson 
City, Missouri, on May 5, 1954. 
Union Electric appeared by counsel 
and the commission was represented 
by a member of its staff. 

The commission is aware that cer- 
tain problems arise from the continu- 
ing existence of a minority interest, 
even though small, in a public utility 
company, the majority of the common 
stock of which is acquired by another 
public utility, and is of the opinion 
that in a case such as is here involved 
it is in the public interest for the ac- 
quiring company to own all of the com- 
mon stock of the subsidiary, if the re- 
maining shares can be acquired on rea- 
sonable terms. The commission is 
further of the opinion that, in view of 
the small number of shares of Mis- 
souri Edison Company common stock 
remaining in the hands of only four- 
teenholders, it is appropriate that the 
method and terms of such acquisition 
be determined by the board of directors 
of the acquiring company. However, 
in order that we may be kept informed 
concerning such acquisition, we will 
require the filing of periodic reports 
with respect thereto. 


It is, therefore, 

Ordered: 1. That Union Electric 
Company of Missouri be and hereby is 
authorized, from time to time, to ac- 
quire, take, and hold the 512 shares 
of common stock of Missouri Edison 
Company remaining in the hands of 
stockholders, other than Union Elec- 
tric Company of Missouri, upon such 
terms as may, from time to time, be 
approved by the board of directors of 
Union Electric Company of Missouri. 

Ordered: 2. That nothing in this 
order shall be considered as a finding 
by the commission of the value for 
rate-making purposes of the proper- 
ties herein involved, nor as an ac- 
quiescence in the value placed on said 
properties by the parties. 

Ordered: 3. That Union Electric 
Company of Missouri shall, on or be- 
fore June 30, 1954, and on or before 
the last day of each 3-month period 
thereafter, make a verified report to the 
commission stating the number of 
shares of common stock of Missouri 
Edison Company acquired during the 
period covered by such report, the 
terms and conditions of such acquisi- 
tions, and the price or prices paid 
therefor. 

Ordered: 4. That this order shall 
take effect on this date and that the 
secretary of the commission shall 
forthwith serve on all parties inter- 
ested herein a certified copy of this 
order. 
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Clamp Type Connector 


Whatever your requirements there is 
a Delta-Star connector designed specif- 
ically to do the job. Never is there any 
necessity of adapting a connector to 
your particular application; there is 
available at Delta-Star the exact con- 
nector you require in clamp or solder 
type with all the characteristics that 





“ ee have won such general acceptance 


High Compression Connector 


throughout the industry. 


Delta-Star clamp type con- 

nectors incorporate the three 

essential requirements of positive 

electrical and mechanical connec- 

tion, ease of installation, and 

continuity of service over long 
bs b periods of time. 


DELTA-STAR ELECTRIC DIMISION 


Connector 
H. K. PORTER COMPANY, INC. 


OF PITTSBURGH 
2437 FULTON STREET. CHICAGO 12, ILLINOIS 
DISTRICT OFFICES IN PRINCIPAL CITIES 





% she 
ep = 
&R nae 
° fe) * 
ba segeus® 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 


PUST 5, 1954—PUBLIC UTILITIES FORTNIGHTLY 





Pioneer Service & Engineering Co. 2s: sours rasauze sr. 


Se ce 








De ee ee 
a Mia Mae ee CEE 
Pe 


: 
‘ 





I apg ae Mager 























the pe See gece " aq 
ee Sa a oe 
SS a Ye Se 






mm #5: 





eel aN eemetennt T ORF ROD Hi: ils er 





seein PS Cee es epee 





SS Sem ctete  AOS LOOS RRS: ms. 
ea 
; : 


Colonel Byllesby didn’t know he was a pioneer..... 


It was before the turn of the century that 
young Henry Byllesby worked side by side 
with Tom Edison and George Westing- 
house. As they each contributed their great 
knowledge to design the first steam operated 
electric central station in the world, the 
farthest thought from Henry Byllesby’s 
mind was that someday he and Tom and 
George would be regarded as pioneers in 
electric power. It was therefore more than 


coincidence that the company he founded 
in 1902 should later be aptly named, 
Pioneer Service and Engineering. This is 
but a tribute to the vision of a man who, 
with his company, contributed to making 
America the most powerful nation on earth. 
This year Pioneer takes pride in celebrating 
LIGHT’S DIAMOND JUBILEE and pauses a 
moment to respect the name of its founder 
. . . who didn’t know he was to be a pioneer. 
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Industrial Progress 


Utilities Publicize Area 
Advantages for Industries 


tilities in various sections of the 
try—especially Electric and Gas 
panies which serve areas beyond 
ban centers—are active 1n promot- 
rcommunity development. This is 
ably evident in national publicity, 


MM several utilities, which lists the ad- 


SBhtages available to industries con- 
ering a new location, and offers 
actical assistance in selecting fac- 
sites. 
While this kind of publicity by 
ities is not new, it has been 
opted, in the last year or two, by 
ny more companies than hereto- 
e. Among the utilities which pio- 
ered in the use of newspapers and 
tional magazines to publicize their 
as are—Cleveland Electric Illumi- 
ting Company, with the slogan 
meest Location in the Nation” ; Com- 
wealth Edison Company, telling 
Chicago and Northern Illinois, and 
ited Gas Corporation, advertising 
t Gulf South. 
During recent months there have 
peared in metropolitan newspapers 
national circulation, numerous 
lity company advertisements fea- 
ing industrial opportunities in their 
as. Among those noted—and there 
y well have been others which 
aped notice—the ones mentioned 
ow will serve to illustrate the vari- 
B types of publicity in use. 
American Gas and Electric Com- 
ny — “How to explore 90,000 
are miles of plant-site advantages 
10 minutes,” appears in large type 
¢ top of a full page advertisement. 
¢ lower half of the page is divided 
jo 14 boxes, each devoted to some 
cial factor of plant location. The 
Bt, “Access to Markets,” notes that 
‘AGE System runs through the 
irt of industrial America—serving 
portant manufacturing and popu- 
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lation centers in Michigan, Indiana, 
Ohio, Kentucky, West Virginia, Vir- 
ginia, Tennessee.’ Among others are 
Power, Labor, Transportation, Min- 
erals, Water, Living Conditions, and 
Reasonable Tax Rates. Under each 
heading is brief explanatory text, 
with space to check if it is “impor- 
tant.” In each box is an eye-catch- 
ing illustration, applicable to the sub- 
ject. A special box is devoted to a 
“Memo to Executives of Expanding 
Industries,” from the manager of the 
area development division of the com- 
pany—with the New York address 
and telephone number—inviting in- 
quiries. This advertisement, well dis- 
played with plenty of white space, is 
extremely effective in presenting the 
AGE “area of industrial opportuni- 
ty.” 

Consumers Power Company—In 
a quarter-page advertisement, one 
reads “Here in Outstate Michigan 
you will find The Site of Sites for 
Chemical and Allied Industry Plants.” 
A map of the state indicates this 
utility’s service area, and the principal 
cities where sites are available. The 
body of the main text states: “One 
of the world’s great chemical com- 
panies developed from a single brine 
well at Midland, Michigar.. Another 
outstanding chemical company, at- 
tracted by Outstate Michigan’s vast 
underground salt beds and the avail- 
ability of water transportation, is 
completing a large plant at Montague, 
Michigan. Other prosperous chem- 
ical companies are to be found in 
many Michigan communities. There 
are plenty of good sites left, some of 
them (but by no means all), in the 
cities indicated on the map. And re- 
member, Michigan has the greatest 
fresh water supply in the world—wa- 
ter for industry, water for transpor- 
tation, water for recreation—plus an 
ideal location in the very heart of 
America.” Those seeking information 


are directed to inquire of the utility’s 
Industrial Development Department, 
Jackson, Michigan. This advertise- 
ment is one of a series about Out- 
state Michigan, published by Con- 
sumers Power Company during sev- 
eral months past. 

Duquesne Light Company —At 
the top of a large advertisement are 
pictured “three of Pittsburgh’s new- 
est buildings in the ‘Gateway Center’ 
—a part of the tremendous $2} bil- 
lion expansion and development pro- 
gram in progress. These buildings 
were erected by the Equitable Life 
Assurance Society and are located 
near Pittsburgh’s historic Point, 
where the Allegheny and Mononga- 
hela Rivers join to form the Ohio 
River.” Below a display head—‘‘The 
new PITTSBURGH, A Clean City 
with a Bright [Future’—the main 
text states: “Pittsburgh, long noted 
as one of the countiy’s great indus- 
trial cities, is now being 1ecognized 
as one of the cleanest .ctropolitan 
areas to be found anywheie ... Your 
business or industry can €nj..v the ad- 
vantages offered by clean |'1.tsburgh 
—for it has a great deal {> offer, in 
addition to a bright, healt!\ful atmos- 
phere. There is a large p.ol of both 
male and female labor available. It is 
an excellent source of supply for 
countless raw materials and finished 
products. And excellent transporta- 
tion facilities are at hand. Duquesne 
Light Company’s quarter billion dol- 
lar expansion program since the war 
assures industry, business, and home 
owners an adequate supply of electric 
power for today and tomorrow.” In- 
quirers are directed to the Utility’s 
Area Development Department, Pitts- 
burgh, Pa. 

Florida Power & Light Company 
—In a large display advertisement 
this utility publicized an overwhelm- 
ing vote granting it a new Electric 

(Continued on page 28) 
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Stones, rocks, boulders... 


A Tough Combination to Beat 





IN CORTLAND, N.Y. this gas extension job was dug in ground 
studded with stones, rocks and boulders, as the picture shows. This 
“Baby Digger” with Cleveland’s exclusive wide range of digging 
wheel and crawler speed combinations took the difficult digging job 
in stride. 

This famous Cleveland transmission combination gives the operator 
finger tip control of more than 30 usable combinations of digging 
wheel and crawler speeds. Digging in conditions such as this—or in 
mud, clay or sand—is always done with the most effective combi- 
nation of power and speed because this Cleveland feature makes the 
right combination instantaneously available. 





Cleveland “Baby Diggers” hustle 
safely from job to job... at 
legal limit speeds . . . because 
they are so easily portable on 
compact Cleveland Trailers. 


snes 


Write for descriptive bulletins and specifications, or get 
the full story on CLEVELANDS from your local distributor 
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franchise in Miami, as “proof ¢ 
sound private enterprise is favor 
by all elements” in its area, Ty 
“85% Landslide” support by 4 
groups on the franchise vote is 7 
vealed in convincing statements und 
these four headings: “Organzied 
bor,” “Municipal Governmen 
“Business Leaders,” and “Py} 
Opinion.” Then, the advantages a 
opportunities for industries, to | 
found in the utility’s area, are wé 
presented in telling comments, und 
these boxed headings: “Fast Gro 
ing Markets of High Buying-Power 
“Taxes Are Favorable . . . Gover 
ment Friendly ;” “High Health Leve 
Increase Productivity ;” “Content 
Workers Have High Morale,” a 
“Cheap, Dependable Electric Power 
At the close, it says “We'll Glad 
Help’”—followed by this statemen 
“Florida’s full advantages for relo 
tion or entirely new ventures can ik 
fully realized only through extensi 
on-the-ground study. If you are i 
terested, we will advise you as to tl 
area we serve, assist in securing i 
formation from local sources a 
help you, in other ways, get comfo 
ably located. Address your inquiglp 
to Industrial Development Servic 
Miami 32, Fla.” 


page space to call attention, in a seri 
of advertisements, to “GPU Site 
Service.” At the top of one of theglion 
messages, one reads, “Shop foranell . 
industrial location on a 3c stamp 


ed by white space, is pictured a chee 

ful looking man riding across t! 

countryside on a magic-carpet whi 
could be a 3c stamp. Then follow 

this brief, well phrased text: “Wri 

GPU Site-Service for detailed infot}og 
mation on selected sites and building 
in this 24,000 square mile area. GP—Pat 
Site-Service helps you get down | 
facts—fast! One letter listing yo 
requirements brings facts on car 
fully selected sites in the GPU are 
You receive pictures, plans and sped 
fications as well as a detailed repo 
on transportation, water, utilities a 
other services. Let Site-Service sho 
you the ‘sites’ in GPU Pennsylvan 
and New Jersey. It’s an area mat 
up of hundreds of small towns ai 
cities within overnight shipping | 
one-third the nation’s populatia 
Write in confidence.” At the botto 
is a map, affording a bird’s-eye vid 
of the area served by GPU’s five el 
tric company subsidiaries in Penns} 
vania and New Jersey, with the pr 
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= as most public utility power 
enerating plants are located in or adjacent to metro- 
lian areas, the control and recovery of fly ash 
om stack gases is a particularly important problem. 
0 assist power plants in solving this problem West- 
n Precipitation pioneered, almost a half century 
po, the first commercial application of the now- 
pmous Cottrell Electrical Precipitator—and this type MULTICLONE conan 
os Cornffl Cquipment is still universally recognized as out- section ff SECTION 
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RESULT—by using a Multiclone section to re- 
Some years later, Western Precipitation also move all but the finest particles, the bulk of 


ioneered the first small tube mechanical recovery = Freese pina is Liggreere — 
quipment—the Multiclone Collector—to provide high Ee ee eee 






































ic stamp : ; " Cottrell for final clean-up insures unusually 
— ecovery efficiency at low installation cost. high recovery efficiency —approaching theo- 
gundoge retically perfect, if desired. Thus, very high 
egal And as a result of these years of firsthand recovery efficiency is obtained at low installed 
perv ewperience in both electrical and mechanical recov- cost. 
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iled info Bis : ity companies can afford adequate fly ash re- 
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rea, GPgeat Combines in one integrated unit the advantages vital factor in making an efficient CMP in- 
- down #f both electrical and mechanical recovery principles. stallation is obtaining the proper balance be- 
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and sped ¢ The CMP first passes the stack gases through a dividual application. e 

led repo Multiclone section where the heavier fly ash particles This requires actual field experience— 
ilities a are mechanically removed. and no other organization can equal Western 
vice sho ; Precipitation’s years of first-hand experience 
nsylvati ¢ Then the partially-cleaned gases pass through a in both mechanical and electrical recovery 
rea mad Cottrell section where the very fine fly ash particles methods Bs in your assurance of maximum sat- 
cael ore electrically recovered. isfaction when you bring your fly ash prob- 
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Western Precipitation Corporation 


rite for full details on Western DESIGNERS AND MANUFACTURERS OF EQUIPMENT FOR 
ecipitation CMP equipment—or COLLECTION OF SUSPENDED MATERIALS FROM GASES & LIQUIDS 
Dntact our office nearest you. Main Offices: 1064 WEST NINTH STREET, LOS ANGELES 15, CALIFORNIA 
Chrysler Bldg., New York 17 ¢ 1 N. La Salle St. Bldg., Chicago 2 « 1429 Peachtree St. N.E., Atlanta 
Hobart Bldg., San Francisco 4 ¢ Precipitation Co. of Canada, Ltd., Dominion Sq. Bldg., Montreal 


















INDUSTRIAL PROGRESS—( Continued) 


cipal cities indicated. A free brochure 
with detailed map is offered, and the 
corporation’s office address and tele- 
phone number in New York City 
are noted. 

The subsidiaries are listed as Jer- 
sey Central Power & Light Company, 
Metropolitan Edison Company, New 
Jersey Power & Light Company, 
Northern Pennsylvania Power Com- 
pany, and Pennsylvania Electric 
Company. 

Middle South Utilities System— 
A series of advertisements, sponsored 
by the four operating subsidiaries of 
this utility system, appear from time 
to time. They feature the various fac- 
tors which contribute to industrial 
progress in that section. As a sample 
of this publicity, one advertisement 
bore this heading—‘American In- 
dustry Chooses the Middle South.” 
The main text states—‘“Easy accessi- 
bility to the market places of the 
world and rapidly expanding regional 
and national markets have attracted 
such leading companies as Talon, Inc., 
Chase Bag Company, Sherwood Re- 
fining Company, Inc., and many 
others to the states of industrial po- 
tential — Arkansas, Louisiana and 
Mississippi—the Middle South. Since 
1939 imports and exports have in- 
creased 463% at New Orleans, the 
nation’s second port. Yes, business is 
expanding in the Middle South and 
there is room for more. The climate 
is mild, people are friendly, healthy 
and cooperative, and industry has 
found plenty of productive workers 
in the Middle South. Look into your 
future in The Middle South!” Clever- 
ly executed illustrations surround this 
text, picturing products of the three 
firms mentioned. Identifying tags are 
attached to the illustrations. Each ta 
bears the words, “Made in the Mid 
dle South by”—one tag for “Talon” 
zipper ; another for “Chase Bag Com- 
pany” and the third for “Sherwood 
Refining Company, Inc.”’ At the bot- 
tom, one is directed, for further in- 
formation, to write—The Middle 
South Area Office, 211 International 
Trade Mart, New Orleans, Louisiana 
or any of these business-managed, 
tax-paying electric and gas service 
companies: Arkansas Power & Light 
Company, Louisiana Power & Light 
Company, Mississippi Power & Light 
Company, New Orleans Public Serv- 
ice Inc. 

New England Electric System— 
“Meet New England” is the invita- 
tion which this utility extends in ad- 
vertisements citing factual informa- 
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tion about its service area. A recent 
one was topped by a map showing 
communities in mid-Massachusetts, 
and below it the words, “For Sale: 
3ig Brains.” The text which followed 
presented this brief but significant 
comment—“High wage, romance in- 
dustries are moving into Worcester 
County and other mid-Massachusetts 
communities like an endless caravan. 
Ifor New England has become the 
oasis of industrial brain power what 
with 123 colleges and universities, 
350 research laboratories, 456 hos- 
pitals, supplying an unparalleled flow 
of management material and scien- 
tists. Result: since 1939, a million new 
jobs and a million more people in 
Yankeeland. Plastics, electronics, 
metalworking — any business that 
thrives on skilled labor and day-to- 
day research finds New England at- 
tractive.” Under a second “Meet New 
England” head is pictured a new and 
modern electric generating plant, 
with this statement—“Grand Scale 
Fortune-Telling. Meeting the power 
needs of the most highly industrial- 
ized region in the nation takes a lot 
of planning and peering into the fu- 
ture. New England Electric System’s 
150,000 kilowatt Salem Harbor Sta- 
tion is a good example of predicting 
tomorrow's needs. The newest to 
join the System’s network of 24 hydro 
stations and 12 steam plants, Salem 
now works around the clock to sup- 
ply the area with electricity. New 
England’s_ regional economy still 
moves forward at a surprising rate 
—since 1939 the number of manufac- 
turers is up 50%, number of factory 
workers up 31%, value of manufac- 
ture up 250%.” At the bottom is this 
utility’s name, in the form of a seal, 
with the words—“New England’s 
largest Electric system—serving 2,- 
300,000 people in 232 New England 
communities—and 3800 industrial 
and manufacturing firms.” And, at 
one side, in a box, one reads—“New 
England’s Industry has the New 
Look. Let us help you in your plans 
to locate here. Facts on available 
plants and development potential in 
thriving New England communities 
are confidentially yours. Write New 
England Electric System, 441 Stuart 
Street, Boston, Mass.” 


Philadelphia Electric Company 
—A recent quarter-page advertise- 
ment states, “Opportunity grows 
where independence began.” An at- 
tractive illustration presents an aerial 
view, with the caption, “The Mall, 
now under construction, extending 


north from Independence Hall, ; 
Philadelphia, reveals this histor 
building in all its glory.” Below th 
picture, the text states—“The great 
est industrial news of our time is ba 
ing made in dynamic Delaware Va 
ley, which offers unlimited oppo 
tunities to commerce and industry, | 
you are planning expansion or rely 
cation of your business, consider 
advantages of this area. You will fi 
a magnificent seaport, unequalled ra 
and highway facilities, and a great j 
ternational airport. Other assets ingame 
clude versatile and skilled workergits 
raw materials, a market of 20 millio 
persons within 100 miles . . . anda 
abundant supply of electric powe 
now and for the future. It’s soun 
business to ‘set your site’ in Greate 
Philadelphia, the heart of Delawar 
Valley.” 

Public Service Electric and Ga 
Company—This utility, serving th 
great manufacturing area of New Jer 
sey—extending across the state fro 
the Hudson River on the East t 
Trenton and Camden on the Dela 
ware River at the West—has lonj 
been an advertiser of the availabili 
of desirable industrial sites in its serv 
ice area. Its quarter-page advertise 
ments have appeared at frequent in 
tervals in New York City newspa 
pers, reaching a nationwide audienc¢ 
They usually feature an illustratios 
of the cover of a booklet, which i 
titled, “Take A Look At New Jerse 
... The Cross Roads of the East. 
The make-up of the advertisement 
permits ample white space. The stor 
in each one of the continuing series 
points up some special phase of th 
plant-site scene. Appropriate illustra 
tions tie in with the text, which i 
turn, is related to the theme of th 
booklet mentioned. One advertise 
ment, for instance, states at the top 


“... one of the briefest analytical poriii 


trayals . . . imaginable.” Directly b 
low those words is pictured the Tak 
A Look At New Jersey booklet, ant 
then this text: “An industrialist wht 
is searching for a site for a new plafl 
made the above statement after he ha 
finished reading the new bookl 
about New Jersey, the Crossroads 0! 
the East.” Then this comment 
“Written in terse, factual terms, at 
containing all the basic informatio 
which industrialists require whe 
they are making inquiries concerning 
plant sites, this brochure is of it 
terest to any manufacturer who § 
considering the establishment of } 


(Continued on page 32) 
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20 millio 
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poe -Panel walls grace the new Elrama Power 

t's soun Wh § Q : ° 

n Greate y ime “e@W power Plant (above) near Pittsburgh. It was designed 

— by Duquesne Light Company’s Engineering 
aca and Construction Department. The Dravo 

plants everywhere Corporation was General Contractor. 
and Ga 


ing th hy Panel Wall 
edie ave Q-Panel Walls 
tate fro 


» East tt , : 
the Dela Builders of new power plants in all parts of the country 


-has lon have specified Q-Panel walls for the following very good 
vailabilit] reasons: 1. Q-Panels are permanent, dry and noncom- 
n its serv bustible, yet may be demounted and re-erected elsewhere 
advertisef to keep pace with expansion programs. 2. Q-Panels are — 
quent inf light in weight, thus reducing the cost of framing and 
| newspag =foundations. 3. Q-Panels have high insulation value... 
audiencg superior to a 12” masonry wall. 4. Q-Panels are quickly 











I installed because they are hung, not piled up. An acre of 
a come wall has been hung in 3 days. For more good reasons for 





he East] “Sing Q-Panel construction, use the coupon below and 
write for literature. 
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ne of th Q-Panel walls (above) go up quickly in 
advertise any weather because they are dry and 
t the top hung in place, not piled up. 
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yklet, ant to enclose the impressive Hawthorn Steam 
alist whq Electric Station (left) of the Kansas City, Mis- 
new plan souri, Power and Light Company. Ebasco Ser- 
er he hat vices, Inc., designed and built the plant. 
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plant along the Atlantic Seaboard. We 
will be happy to mail you a copy of 
this analytical publication, so that you 
will have all the information about 
the advantages which New Jersey 
gives to all types of industry. Write 
Public Service Electric and Gas Com- 
pany, 64 Park Place, Newark 1, N. J.” 

Utah Power & Light Company— 
In a large advertisement, the upper 
half pictures an open chest—the con- 
tents overflowing—and one is advised 
to “Take a good look at the TREAS- 
URE CHEST in the GROWING 
WEST.” The contents revealed are 
not Spanish Doubloons, but the nat- 
ural resources and products essential 
to industry. The main text then 
states: ‘““The vast Utah, Idaho, Wy- 
oming and Colorado area served by 
the Utah Power & Light Company is 
truly a ‘Treasure Chest’ in the Grow- 
ing West. To industry it offers tre- 
mendous opportunity, for all the 


necessary elements are present, in- 
cluding: 
e Every major basic raw material. 


© 60% of USA phosphate reserves. 

e 214 different minerals. 

© One-third of nation’s copper. 

e Largest proved uranium reserves 

in nation. 

® Greatest concentration of non- 

ferrous metal mills, smelters, 
refineries in USA. 

Largest steel mill west of Mis- 
sissippi. 

Low-cost power, water, fuel. 
Intelligent and stable labor force. 
Sound diversified economy. 
Healthful climate with low hu- 
midity. 

A gateway to the rich, far west 
market where America is grow- 
ing fastest. 

e Plus... plenty of elbow room.” 
And, the reader is invited to “Write, 
wire or telephone for Area Resources 
Brochure ‘A Treasure Chest in the 
Growing West. Inquiries held in 
strict confidence. Address: W. A. 
Huckins, Manager, Business De- 
velopment Department. Utah Pow- 
er & Light Company, Salt Lake City 
10, Utah.” 

Virginia Electric and Power 
Company—In the upper half of an 
advertisement, beside a picture of the 
striking shaft at Kitty Hawk to the 
memory of the Wright Brothers, one 
reads—“Your Industrial Future... 
in a land of beginnings—Northeast- 
ern North Carolina.” Then, the low- 
er half presents this text—‘‘Here, on 
Roanoke Island, the first English Set- 
tlement was set up in 1585. Here, was 
born Virginia Dare—the first white 
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child in the New World. Here, at 
Kitty Hawk, the Wright Brothers 
made their first successful power 
flights. Here, in a land of Beginnings 
—at ‘The Top Of The South’—can 
be your industrial future. Here, is a 
location for your industry—large or 
small—and a plentiful supply of low- 
cost, dependable Electricity. In North- 
eastern North Carolina, at the “Top 
of the South,’ the people are really 
friendly to new and expanded indus- 
try for, with traditions going back 
to Colonial days, they know that more 
invested capital means greater oppor- 
tunities for workers who realize what 
free American enterprise can do. Our 
Area Development Department can 
help you find the location you want 
for your industry. We have the in- 
formation on sites, natural advan- 
tages and technical details. A letter, 
postal card or telephone call will start 
this confidential service to you.” And, 
under the utility’s signature, at the 
bottom, is its address, ‘Richmond 9, 
Virginia.” 
- West Penn Electric System—In 
a series of advertisements, a typical 
heading reads, “Every Plant Loca- 
tion Should Have All 7* For Efficient 
Operation.” And below, under an 
asterisk * is this “All 7” list— 

. Major Markets 

. Room to Grow 

. Good Workers 

. Natural Resources 

. Materials 

. Shipping Facilities 

. Electric Power 
Under the top heading is an illustra- 
tion—with the title, “Shop in an in- 
dustrial supermarket”—picturing a 
man with a shopper’s basket filled 
with various articles, with such labels 
as—‘steel, ceramics, chemicals, coal, 
natural gas, glass, wire, plastics,” etc. 
And, the main text states—“How far 
must you go for the supplies that 
keep your production lines rolling? 
Distance can mean delays—and dol- 
lars out of your pocket. Stockpiling 
can be expensive, too. The ideal situ- 
ation for any manufacturer is to be 
able to buy everything he needs—as 
he needs it—‘right in his own back- 
yard.’ Producers of a great variety 
of equipment, component parts, spe- 
cial steels, coal and petro-chemicals, 
and semi-finished materials and sup- 
plies of all kinds, are located in the 
area served by the West Penn Elec- 
tric system in the five states of Mary- 
land, Pennsylvania, West Virginia, 
Ohio and Virginia. That’s one reason 
why you should consider this area 


when it’s important to cut costs, Yo 
won't have to ‘shop around’ for th 
materials you need.” The reader ; 
then invited to—“Send for free fo{ 
er ‘7 Good Business Reasons’ de 
scribing advantages enjoyed by bus 
ness and industry in the West Pen 
Electric service area. Let us reco 
mend communities and plant sites 
meet your specifications, in confideng 
if you wish. Write or phone: Ard 
Development Department. The We: 
Penn Electric Company, Room 9 
50 Broad Street. New York 4, Ne 
York. Whitehall 4-3740.” At the bo 
tom, under this utility system’s signa 
ture, appear the names of its sul 
sidiaries: Monongahela Power Conge 
pany, The Potomac Edison Compan’ 
and West Penn Power Company, 
These samples of “plant-site” ad 
vertisements—published by utili 


companies operating in many diff. 
ferent sections of the country—pr@ee 


sent practical evidence of a widgEe 
spread recognition of the desirabili 
ty of promoting community growtfl’ 
and development. 

An alertness on the part of utilit 
managements, to search out and pub 
licize specific advantages and oppo 
tunities—available in their servi 
areas—is readily seen in the origing 
and individual presentations in the 
newspaper advertisements. 

This special type of publicity intj 
mately identifies a utility company z 
an active working partner in contrib 
uting to the progress of the commun 
ties where it does business. It woul 
appear that—when publicity of thi 
kind is carefully planned and skil 
fully executed—it not ony provides 
practical means to aid in area develop 
ment, but also to foster good publi 
relations. 

Of timely interest, on this subjec 
is a brochure—‘What New Indu 
trial Jobs Mean to a Community” 
recently issued by the Chamber 0 
Commerce of the United States. Th 
introduction makes this pertine 
comment—“When a new manufaj 
turing plant goes up, there is a 1% 
addition to income flow in the loc 
community. The new payroll dollar 
roll into the cash registers of the loa 
merchants, into the coffers of the lo 
cal banks, and the local economy & 
periences expansion. Furthermor 
this economic expansion is reflect 
usually in general community growl 
with increases in population, sch00 
enrollment, and all the rest. 

Copies of the brochure may be 4 
tained from the Chamber of Com 
merce, Washington 6, D. C. 
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One of HILL, HUBBELL’S 
“Things that money 
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Niagara Mohawk Opens 
New Plant 


THE Niagara Mohawk Power Cor- 
poration recently began operation of 
a hydro-electric generating plant on 
the Raquette river at South Colton, 
New York. 

The station is one of five new 
Niagara Mohawk plants on the river. 
The plant houses a turbo-generator 
which produces power at 11,500 volts, 
which will be stepped up to 115,000 
volts for transmission over the cor- 
poration’s lines. 

Earl J. Machold, president, said the 
five-station project was part of a 
postwar expansion program on 
which the corporation plans to spend 
$400,000,000. He said that by the end 
of 1955 the program would increase 
the number of the system’s generat- 
ing plants to ninety-three and bring 
its total power resources to 2,775,- 
000 kilowatts. 


JCP&L Opens 
New Station 


A NEW 115,000-volt electric sub- 
station has been energized at the Jer- 


sey Central Power & Light Com- 
pany’s electric generating station in 
Sayreville, Clyde A. Mullen, vice 
president in charge of operations, an- 
nounced recently. The project com- 
pletes another step in the company’s 
program of increasing its transmis- 
sion system from 69,000 to 115,000 
volts. 

The new substation is actually a 
switching station, Mr. Mullen ex- 
plained, tying in JCP&L’s northern 
division with its central and coast di- 
visions. It also ties in the coast and 
central divisions, through a substa- 
tion at Whippany in the northern di- 
vision, with the New Jersey Power 
& Light Company at West Wharton 
and the Public Service Electric & 
Gas Company at Roseland. 

Eventually, however, it will also 
serve as a substation, distributing 
power from the new addition at the 
Raritan River station now under con- 
struction and scheduled for comple- 
tion next year. It will also form the 
northern terminal for the 115,000- 


‘volt tie-in with the proposed Lake- 


wood substation, the next step in the 
increased voltage changeover. 


Built at a cost of about $640,000, 
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Coffin & Burr 


Incorporated 


Harriman Ripley & Co. 


Incorporated 


This is not an offer of these Securities for sale. The offer is made only by the Prospectus. 


75,000 Shares 


Public Service Company of New Hampshire 
Preferred Stock 4.50% Dividend Series 


(Cumulative, $100 Par Value) 


Price $100 per share 


The Company is offering the new Preferred Stock to the public prior to 12:00 Noon, 
E.D.S.T., on July 17, 1954 at the price stated above and has granted to the several 
Underwriters the exclusive right to make the offering for its account. The Underwriters 
have severally agreed, subject to certain conditions, to purchase all shares of the new 
Preferred Stock not sold pursuant to the offering by the Company and after the expiration 
of such offering the several Underwriters will offer the new Preferred Stock for their own 
accounts initially at the price stated above plus accrued dividends, if any. 


Copies of the Prospectus may be obtained in any State in which this 
announcement is circulated from only such of the underwriters, including 
the undersigned, as may legally offer these securities in such State. 


The First Boston Corporation 


Merrill Lynch, Pierce, Fenner & Beane 


Stone & Webster Securities Corporation 


July 14, 1954 


Kidder, Peabody & Co. 
Goldman, Sachs & Co. 


White, Weld & Co. 




















the new unit has been under constry 
tion for more than two years. 


Greater Production Claimed 
For New "Payloader’ Model 


THE Frank G. Hough Company hy 
announced another addition to ; 
line of torque - converter - drive 
“Payloader” tractor-shovels with 
model HRC, a 4-wheel-drive unit w; 
bucket capacity of 1 cubic yard struc 
load and 14 cubic yard paylog 
(heaped). 

This new model is available wi 
either gas or diesel engine and 
equipped with power-steering for ea 
of operation and maneuverability, 

Another noteworthy feature, a 
cording to the manufacturer, is th 
Hough heavy-duty __full-revers; 
transmission which provides fo 
speed ranges in either direction. 

Greater production resulting fro 
faster operation is claimed for th 
new “Payloader” tractor-shovel as tf 
result of the new _ torque-convert 
drive. 

Full details can be obtained fro 
your “Payloader” Distributor 
from the manufacturer, The Fra 
G. Hough Co., 958 Seventh stree 
Libertyville, Illinois. 


A-C Releases New 
Condenser Bulletin 


DESIGN and engineering feature 
of Allis-Chalmers condensers and {4 
cilities employed in their manufactu 
are described in a new 24-page bu 
letin released by the company. 

The bulletin includes illustration 
of many types of condensers as bu! 
by Allis-Chalmers — conventiona 
single elbow and twin inlet—alo 
with sketches showing the many fed 
tures of the company’s multi-stea 
path condensers. 

Also described in the bulletin a 
backwash systems for single and twa 
pass condensers to keep units free 0 
debris, and air removal equipment & 
signed specifically for steam 00 
denser service such as single af 
multiple-stage steam jet ejectors a 
motor driven mechanical vacu 
pumps. 

Condensate and circulating watt 
pumps in both horizontal and verti 
design and motors for pump drive 
are also covered in the bulleti 
“Steam Condensers,” 19B7987, op 
ies of which are available on requ 
from Allis-Chalmers Manufactur! 
Company, 965 S. 70th St., Milwauke4 
Wisconsin. 
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columbia Gas System 
delivers a modern miracle 


24 Hours-A- Day! \ 


' ‘FOR CHEAPER — 
\\ DRYING 


FOR INSTANT 
HOT WATER 


4 


ra 


¥ 


© The Columbia Gas System 


CHARLESTON GROUP: United Fuel Gas Company, Atlantic Seaboard Corporation, Amere Gas Utilities Com- 
pany, Virginia Gas Distribution Corporation, Big Marsh Oil Company, Central Kentucky Natural Gas Company; 
COLUMBUS GROUP: The Ohio Fuel Gas Company; PITTSBURGH GROUP: The Manufacturers Light and Heat 
Company, Binghamton Gas Works, Cumberland and Allegheny Gas Company, Home Gas Company, The Key- 
stone Gas Company, Inc., Natural Gas Company of West Virginia; OIL GROUP: The Preston Oil Company. 














NOW AVAILABLE! PROCEEDINGS 
1953 CONVENTION 


NEW YORK CITY 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


LIMITED EDITION! 





Tuis important edition contains valuable ma- 
terial on the subject of regulation of rates and 
services of public utilities and transportation 
companies including the following: 


The new report on the Railroad Passenger Deficit Problem—Regulation of Small Inde- 
pendent Telephone Companies—The Motor Carrier Indemnity Insurance Problem—The 
State Commissions and the Federal Power Commission—Should the Long and Short 
Haul Provision of Section 4 be Included in Part Il of the Interstate Commerce Act or 
Has it Outlived its Usefulness—State Commission Reorganization and Administration 
—The Promise and Problems of Nuclear Power—Accounts and Statistics—Depreciation 
—Engineering—Legislation—Resolutions adopted by the Association. 


Price $10.00 





OTHER PUBLICATIONS OF THE ASSOCIATION 


Local Service Telephone Rates in the U. S.: 
An excellent compilation of rates prepared by NARUC subcommittee on “exchange rates" 
for all exchanges of Bell System, the rates in cities of fifty thousand population or more 
for Bell and Independent Exchanges, rates of borrowers from R.E.A. and tabulation of 
above exchanges which had ten cent coin telephone rate in effect June 30, 1953. 200 pages, 
punched for use in loose leaf binder 


Message Toll Telephone Rates and Disparities: 
This report of the NARUC-FCC Joint Toll Rate Subcommittee is in printed form with 
hard-bound cover and contains 400 pages of text, tables and charts, presenting compre- 
hensive factual data with respect to message toll telephone service rates, costs and 
disparities from both the interstate and intrastate approach 


Telephone Separations Manual with 1952 Addendum 


Depreciation: 

1943-1944 Reports of Committee on Depreciation (reprinted in one volume because of 
special demand). The reports present a very comprehensive and complete analysis 
of the problems of depreciation in public utility regulation and set forth conclusions 
concerning the policies and practices which should be followed in respect thereto. 
326 pages, paper bound 

(1946) Methods of Pricing Retirements from Group Property Accounts 

(1948) Letter Symbols for Mathematics of Depreciation 

(1948) Half Cycle Methods of Estimating Service Life 

1950) Remaining Life Basis of Accounting for Depreciation 

1953) Report of Committee on Depreciation 

Interpretations of Uniform System of Accounts for Electric Utilities 

Cases Nos. 45 to 119 (1938 to 1953) 

Interpretations of Uniform System of Accounts for Gas Utilities 

Cases Nos. 1 to 80 (1938 to 1953) 

Interpretations of Uniform System of Accounts for Water Utilities 

Cases Nos. 1 to 65 (1938 to 1953) 


(When remittance accompanies order, we pay forwarding charges) 


NATIONAL ASSOCIATION OF RAILROAD AND 
UTILITIES COMMISSIONERS 
P. O. BOX 684 WASHINGTON 4, D. C. 
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REPRINTS 


of Feature Articles in 


PUBLIC UTILITIES FORTNIGHTLY 


Reprints of feature articles in recent issues of PuBLic UTILITIES FORTNIGHTLY 
are listed here as a special service. 





A New Look at Federal Power Policy 
by Clarence A. Davis, February 4, 1954 


The Challenge of the West Coast’s Dynamic Growth 
by Jane Eshleman Conant, February 18, 1954 


Creative Technique in Executive Development 
by Herbert H. Jacobs, February 18, 1954 


Putting Human Relations Research to Work 
by Robert E. Schwab, March 4, 1954 


The Need for Recognizing Fair Value 
by Paul Grady, March 18, 1954 


Practicalities in Rate Making Today 
by Justin R. Whiting, April 1, 1954 


The Adjustment Clause, an Aid to Rate Regulation 
by Orrin S. Vogel, April 15, 1954 


New Light on an Old Subject 
by David E. Goggin, April 15, 1954 


Niagara Should Be Developed Through Private Enterprise 
by Homer E. Capehart, April 29, 1954 


Traffic Crisis—Is Subsidized Parking the Answer? 
by George W. Keith, April 29, 1954 


What Do the Panhandle and Phillips Cases Mean? 
by Edward Falck, May 27, 1954 


Public Relations Techniques 
by Harold Brayman, July 8, 1954 








Prices for the above, as well as for reprints of other articles, will be 
supplied promptly upon request. Write to: Reprint Department, 
Public Utilities Fortnightly, Munsey Building, Washington 4, D. C. 






























The First Book of Its Kind... 


PREPARING FOR THE UTILITY RATE CASE 


by Francis X. Welch, B. Litt., LL. B., LL. M. 









The satisfactory solution of the most expensive and difficult problem of Commission Regulation— 
The Rate Case—depends very largely upon how well and how thoroughly the details of 

preparation have been given attention. “Preparing for the Utility Rate 
Case” is a compilation of experiences taken from the records of 
actual rate cases. It has required two years of research, 
study and analysis, conducted by Francis X. Welch, Editor 

of PUBLIC UTILITIES FORTNIGHTLY, with the aid and 


cooperation of selected experts, to complete this treatise. 















The volume, being the first of its kind, should be found 
invaluable to utility executives, rate case personnel, 
attorneys, accountants, consultants, regulatory com- 
missions, rate case protestants, and, in fact, to all persons 
engaged in or having an interest in rate cases. 








Among the values of this compilation are the reviews of 
methods and procedures, which have been found helpful in— 





® simplifying and speeding up rate case 
groundwork — 





® saving time and expense of companies, 
commissions and other parties 


© cutting down “lag losses” 


& aiding the consumer by making possible 
faster plant and service improvements 


® increasing the confidence of investors 
—all of which are in the public interest. 
The volume does not offer a program of standardized 


procedures for rate case preparation, but reviews the plain 
and practical methods that have been used. 


These chapter headings indicate the coverage: 













The Birth of the Utility Rate Case Completing the Rate Base; 
Public Relations and the Rate Case Working Capital 

The Birth of Utility Company Rate Opposition Operating Expenses 

The Grand Strategy of the Rate Case Operating Expenses, Continued— 
Selection and Function of the Attorney Annual Depreciation 

The Mechanics of Rate Case Preparation The Rate of Return 

Proof of the Rate Base Rate Adjustments—Allocations 





The Completed Rate Base—Overheads, Land, 
Depreciation, Working Capital 







> The edition is limited, so be sure to order your copy today. 






PUBLIC UTILITIES REPORTS, INC.. Publishers 
NEW BOOK DEPARTMENT 


309 MUNSEY BUILDING 
WASHINGTON 4, D. C. 























PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, accountants, rate experts, consultants, and 




























others equipped to serve utilities in all matters relating to rate questions, appraisals, 


~— valuations, special reports, investigations, financing, design, and construction. » » 





Tue American AppraisaL Company 
ORIGINAL COST STUDIES @ VALUATIONS @ REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








BLACK & VEATCH 
CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 








BODDY, BENJAMIN AND WOODHOUSE, INC. 


CONSULTING ENGINEERS 
JAMES W. PARKER, SENIOR CONSULTANT 


Power Plant Design, Specification, and Construction Supervision 
Economic and Thermodynamic Studies, Technical Services and Reports 


28 WEST ADAMS AVENUE DETROIT 26, MICHIGAN 








| DaY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 


Ford, Bacon & Davis 
van ows NN Orr eases 


NEW YORK @ CHICAGO e@ LOS ANGELES 




















GIBBS & HILL Ivo. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 
NEW YORK—LOS ANGELES 
INDIANAPOLIS —SAN ANTONIO 











(Professional Directory Continued on Next Page) 








GUST 5, 1954—PUBLIC. UTILITIES FORTNIGHTLY 





PROFESSIONAL DIRECTORY (continued) 
GILBERT ASSOCIATES, INC. 


GA ENGINEERS © CONSULTANTS © CONSTRUCTORS 
READING, PA. 


FOUNDED 1906 @ PHILADELPHIA 
@ NEW YORK @ MEDELLIN 




















W. C. GiLMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 
New York 5, N. Y. 





55 Liberty Street 











JAY SAMUEL HARTT 


CONSULTING ENGINEER 
@ Telephone HArrison 7-8893 








327 South LaSalle Street e CHICAGO 


Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing; Other Problems of Management, Engineering and Finance. 














CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 





134 So. LaSalle Street Chicago 3, Illinois 











GUSTAV HIRSCH ORGANIZATION, INC. 


1347 West 5th Ave., Columbus (12) Ohio 
Telephone Kingswood 0611 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 

















HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
COLUMBUS, OHIO 


1384 HOLLY AVENUE e 











Mention the FortNiGHTLY—It identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 























JENSEN, BOWEN & FARRELL 

ENGINEERS 

N ARBOR, MICHIGAN 

APPRAISALS—INVESTIGATIONS DEPRECIATION STUDIES— 
COST TRENDS — REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 











Toe Ku ljia n loyovalion 


fom GIN BERS ° CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION ¢e MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA 








William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 


ais Utility Management Consultants Specializing in REGULATORY 
WATER COST ANALYSIS MPROSLEMS 


for past 35 years 
Send for brochure: ''The Value of Cost Analysis to Management"’ 














N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 














RATES TAXES 


er MIDDLE WEST mens 
BUDGETING SERVICE ADVERTISING 








PERSONNEL co ACCOUNTING 
ENGINEERING e SALES PROMOTION 
STOCK TRANSFER 20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 











Pioneer ee Co. 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 


CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 








231 SOUTH LA SALLE STREET 















(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





Complete Services for Gas 


ies 
£ > 
Industry’s 4— ° and Electric Utilities * Designing 
Partner ? 1J.F. Pritchard & Co. ¢ Engineering * Construction 
« Alterations « Expansions 
for Progress : SAE eSes 2 SRS eave Tee @ Modernization ¢ Surveys ¢ Plans 
—_ ¢ Piping « Equipment ¢ Steam 


@ Dept. 415, 210 W. 10th St., Kansas City 5, Mo. or Diesel Power Plants 

















THE RUST ENGINEERING CO. 


PITTSBURGH 19, PA.* BIRMINGHAM 3, ALA. 
Offices in Principle U.S. and Canadian Cities 
Power Plant Design and Construction 
Boiler Settings © Chimneys © Equipment Erection 
Also sliding form work, refractory brick-work and insulation, soil compaction, other specialties. 














SANDERSON & PORTER 
— 
CONSTRUCTORS 


& 

















Sargent & Lundy 
ENGINEERS 


Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 


Chicago 3, Ill. 














The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 














Whitman, Requardt and Associates 
Publishers of the 35-year-old 


DESIGN — SUPERVISION HANDY-WHITMAN INDEX 
Public Utili 
REPORTS — VALUATIONS Penang ren 


Including Hydro-Electric Properties 


1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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PROFESSIONAL DIRECTORY (concluded) 











Abrams Aerial Survey Corporation 


PHOTOGRAMMETRIC ENGINEERS FOR MORE THAN A 
THIRD OF A CENTURY 
Aerial Photography — Atlas Sheets — Mosaics — 
Plan and Topographic Maps — Profiles — Infra-red 
Photography — Photo-interpretation Instruments 


614 E. Shiawassee St. Lansing, Michigan 





JACKSON & MORELAND 


Engineers and Consultants 
Design and Supervision of Construction 
Reports — Examinations — Appraisals 

M: ‘n> Design — Technical Publications 





BOSTO NEW YORK 








ALBRIGHT & FRIEL ING, 
Cc, Iting gE, gi 
Water, Sewage and Industrial Wastes Probloms 
Airfields, Refuse Incinerators, Dams 
Pewer Plants, Flood Contrel 


ndustrial Building 
Chty we aa oe Appralaal and Rates 





121 SOUTH BROAD ST. PHILADELPHIA 7 


LARAMORE AND DOUGLASS, INC. 


CONSULTING ENGINEERS 


POWER PLANTS 
TRANSKISSION DISTRIBUTION 
DRBSIGN—REPORTS—APPRAISALS—RATES 


79 East Adams Street Chicago 8, Illinois 























EARL L. CARTER 
Consulting Engineer 
REGIGTERED IN INDIANA, NEW YORK, OHIO, 
oa pera KENTUCKY 

Original Cost Studie 
910 Electric Building Indianapolis Ind. 


LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatyg St., CHicaco 














ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS anb SERVICE CO. 
327 So. LaSalle St., Chicago 4, HL 














LUTZ & MAY 


Consulting Hngineers 
STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGN—APP. 


1009 Baltimore Kansas City 6, Mo. 











GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


HARRISBURG, PENNSYLVANIA 


Repert A 
1 





Original Cost and Depreciation Studies 
Rate Analysee—insurance Surveys 














A. S. SCHULMAN ELEctTRIc Co. 
Electrical Contracting Engineers 


TRANSMISSION LINES—DISTRIBUTION—POWER 
STATION—I NDUSTRIAL—COMMERCIAL 
INSTALLATIONS 


CHICAGO Los ANGSLES 














FRANCIS S. HABERLY 


CONSULTING ENGINEER 


Valuations — Depreciation 
Investigations aud Reports 


122 SoutH MICHIGAN AVENUB, CHICAGO 











SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready at 
ence. Their products and services cover a wide range of utility needs. 
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Abrams Aerial Survey Corporation 
Albright & Friel, Inc., Engineers 

*Allen & Company 

*Allis-Chalmers Manufacturing Company 
American Appraisal Company, The 
American Telephone & Telegraph Company 
*Analysts Journal, The 

Automatic Electric Company 


Babcock & Wilcox Company, The 

*Barber-Greene Company 

*Beaumont Birch Company 

Black & Veatch, Consulting Engineers 

*Blaw-Knox Company 

*Blyth & Company 

Boddy, Benjamin and Woodhouse, Inc. ............... 


c 


Carter, Earl L., Consulting Engineer 

Cleveland Trencher Co., The 

Columbia Gas System, Inc. 

Commonwealth Associates, Inc. .........-.2.02 00 ee eee 
Commonwealth Services, Inc. ............0.....s000% 
Consolidated Gas and Service Co. ..7............... 


Day & Zimmermann, Inc., Engineers 
Delta-Star Electric Division, H. K. Porter Co., Inc. ..... 
Dodge Division of Chrysler Corp. ...... Outside Back Cover 


Ebasco Services, Incorporated 
*Elliott Addressing Machine Company, The 


*First Boston Corporation, The 
Ford, Bacon & Davis, Inc., Engineers 
*Friez Instrument Div. of Bendix Aviation Corp. ....... 


G 


Gannett Fleming Corddry and Carpenter, Inc. ........ 
General Electric Company 

Gibbs & Hill, Inc., Consulting Engineers 

Gilbert Associates, Inc., Engineers 

Gilman, W. C., & Company, Engineers 

SS Pop 3 Se 
*Guaranty Trust Company of New York 


H 


Haberly, Francis S., Consulting Engineer 

*Halsey, Stuart & Company, Inc. .................04- 
© 
Hartt, Jay Semuel, Consulting Engineer 

Hill, Cyrus G., Engineers 

Hill, Hubbell and Company 

Hirsch, Gustav, Organization, Inc. ................... 
Hoosier Engineering Company .... 


*International Business Machines Corporation 
International Harvester Company, Inc. .............. 
Irving Trust Company 


*Fortnightly advertisers not in this issue. 
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Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers 


*Kellogg, M. W., Company, The 

RSGGOT WONDOAY IR SOS 3c. c.ns 6 cas ces dines an eaewee.s 
*Koenig Iron Works 

Oy LSS § Ob Ca ene ee 
Kuljian ‘Corporation, The ..........0.6..602060e00ee0s 
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Laramore and Douglass, Inc., Engineers 
Leffler, William S., Engineers Associated 
*Lehman Brothers 

*Loftus, Peter F., Corporation 

Lougee, N. A., & Company, Engineers 
Lucas & Luick, Engineers 

Lutz & May, Consulting Engineers 


*Main, Chas. T., Inc., Engineers 

Martin Publications 

*Merrill Lynch, Pierce, Fenner & Beane 
oe Oe 
Moloney Electric Company 

*Morgan Stanley & Company 

Motorola Communications & Electronics, Inc. .......... 


National Association of Railroad and 
Utilities Commissioners 
Newport News Shipbuilding & Dry Dock Company 
Inside Front Cover 


Pioneer Service & Engineering Company 
FETS WINENA TDS RTC AOS. ok 5/5 os Ss was ote brs oc Se aS we 


Recording & Statistical Corporation 

ROTM STON RONNIE S656 ssi sso ia sis.5.0 tii: ore. cisieler ss aso. 
Robertson, H. H., Company 

Rust Engineering Company, The 
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Sanderson & Porter, Engineers . 

Sargent & Lundy, Engineers 

Schulman, A. S., Electric Co., Engineers 

Sloan, Cook & Lowe, Consulting Engineers 

eS pk ea 
*Southern Coal Company, linc. .................005: 
*Sprague Meter Company, The 
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*Union Securities Corporation 
*United States Steel Corporation 
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Western Precipitation Corporation 

White, J. G., Engineering Corporation, The 
White Motor Company, The 

Whitman, Requardt and Associates 
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THIS IS 
AUGUST! 


And this is the SPECIAL ADVANTAGE STICKER 
which d of comp 
on the front cover of Electrified Industry. —> 


are using this month 





Tue SPECIAL ADVANTAGES of electric 
service include: . . Convenience . . . Flexibil- 
. . Economy ... Reli- 
ability . . Cleanliness . . . Good Regulation 

. Ability to take Overloads . . . and the 
Cooperation and Advice on Electrical Prob- 


lems which most power companies offer. 


ity. . Instant Starts . 


Customers are reminded of you and of the 
SPEC':AL ADVANTAGES of being on your 
lines. In addition your stickers help them 
toute your messages to additional readers. 


Son e companies make up stickers which 

neir own slogan ( a good idea). Others 

} eddy Kilowatt remind the readers that 
power is their willing servant. 








ENGINEERING HELP — one of the many 
plus services that our customers enjoy, is 
free help and advice on lighting, and on 
heat, and power use. Please call us. 


OHIO EDISON COMPANY 





Pass to 














Power salesmen make friends for your 
companies and add to your “net divisable.” 
Years ago they decided that they needed help 
to overcome the effects of the competitive 
power, diesel-and-steam, agin-the-utilities 
magazines that they saw on their customers 
desks. They helped create the picture maga- 
zine which tells the true story that electricity, 
properly used, is worth many times its cost. 


They use this magazine to make 21¢ calls 
for them in between the $5 and $10 calls they 
make in person. 


By using Electrified Industry they are able 
to maintain better-than-ever customer contact 
and increase the net revenue of the utilities. 


ELECTRIFIED INDUSTRY ~ Todays Biscmess 


Martin Publications — 20 No. Wacker Dr., Chicago 6 





Yours only with DODGE Ti UC 
Advanced nee V-8 


You get efficient power! Unique =| 
dome-shaped combustion 
chamber makes new Dodge 


i truck Power-Dome V-8’s the 
i most efficient of all V-8's! Ge 
i Thrifty time-tested 6's, too! \* og 


You enjoy greater cab ¢ 


4 ‘i More hiproom (61%"), 
gs h shoulder-room (58 4") the 
| other leading make! Plus 
iD-SS sq. in. of vision area—m 
any trucks! 


You travel in high style! You 

get the sleekest, lowest built J & 
lines of any truck . . . smart | Le 

new colors inside and out! And val E 
these are the easiest handling = 
trucks of all! 


hectiht Dodge Se 
Frick dealer | 


So 
ea ———\’ 


wonssante a * | OSS tes eaae eae sosea ease it etneercoc tance 
oe ee: 
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